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New York Escrows 
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New York City, we are equipped to act ar escrow agent with 
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for our clients and have acquired the necessary experience 
to solve the various difficulties that ofttimes arise in connection 
with real estate. 
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Safeguarding Inheritances 


The future welfare of your dependents may well be deter- 
mined by what you do at the present time. 


A Will drawn even a few years ago may be worse than no 
Will at all. The property in the estate may have changed 
in value. Drastic increases in inheritance tax rates during 
recent years—increases which now subject estates to unprece- 
dented strains—were probably not foreseen. It is therefore 
possible that the benefits for primary dependents, as set 
forth in the old Will, may be substantially decreased if not 
altogether eliminated. 


These are critical times and changes are taking place rapidly. 
For this reason every person of property should reconsider 
his family situation, reappraise his worth, and estimate 
inheritance tax liability. When all these factors are carefully 
studied in relationship to your own estate, you may realize 
the necessity for a new Will—one which will reflect your 
current wishes regarding the distribution of your estate and 
will also include flexible provisions for the protection of 
dependents. 


Our Trust Officers will gladly place at your disposal the 
benefit of their experience in estate planning, and will be 
pleased to submit suggestions for consideration by you and 
your attorney. 


MANUFACTURERS TRUST COMPANY 


Personal Trust Department 


55 BROAD STREET, NEW YORK 


Member Federal Deposit Insurance Corporation 





EMPLOYEE RELATIONS AND TURNOVER 


Editorial 


IFFICULTY in getting competent em- 

ployees is given as the second most 
frequent cause of business failures during 
1946. Returns from 1.069 businesses liqui- 
dated during the year cited this factor in 
31 per cent of the cases, and “increase in 
labor cost” was given as the cause of liqui- 
dation in 9 per cent of the firms. The only 
difficulty that ranked ahead of these two 
was that of scarcity of materials or mer- 
chandise, according to a recent Department 
of Commerce study. 


In going businesses too, the getting and 
keeping of competent employees has been a 
grave problem and a costly one. In manu- 
facturing establishments, the yearly turn- 
over is now at the rate of 62 out of every 
hundred. (Ten years ago it averaged 43 per 
hundred) In banks the turnover is in the 
vicinity of twenty-five to thirty per cent or 
higher in many localities. 


During the war years, banks suffered dis- 
proportionately in the general employment 
swing from non-essential to war industries. 
Attracted to manufacturing by substantial- 
ly higher wages and a greater degree of se- 
curity from the draft, a vast majority of 
younger men in banking occupations left 
the field and were replaced by women. Fe- 
male employment turnover has always 
been large because marriage, in most 
cases, returns women to the home. 


An abnormal rate was prevalent in all 
fields during the latter war years and re- 
conversion period due to returning veterans 
reinstatement and training. Some of this 
present 30% rate in banks is admittedly due 
to post-war conditions, some to “full employ- 
ment” conditions and some to the inequali- 
ties set up by wage rises in certain lines of 
business in a time of rising costs of living. 
But all of it is expensive, the more so as an 


operation requires specialized and extensive 
training. 

Conditions have led banks to revise their 
pay rates generally, and in some instances 
a cost-of-living bonus has been added to the 
normal monthly rate. An increasing number 
of banks have also been declaring year-end 
bonuses, and profit-sharing under a pre- 
scribed formula has more frequently been 
adopted. 


The five-day week has been practically 
forced on banks, especially in industrial cen- 
ters as a means of obtaining and even re- 
taining employees. Liberalized vacation 
schedules, with an added week or two for 
those with long service records, have been 
the rule. 

In this connection it is especially impor- 
tant to note the findings of employee atti- 
tude surveys which disclose that the finan- 
cial incentive or amount of pay is only one 
of the major inducements to a particular 
employment—often not the major one. The 
sense of security, of fair-play by manage- 
ment and associates, of opportunity for ad- 
vancement, and especially the feeling of 
“belonging,” of being recognized and. con- 
sidered important, these are essentials to 
cooperative and productive employment. 


Industry has found that attention to the 
human assets makes for better harmony and 
productivity and lower turnover. Plant 
tours, recreational facilities, pleasant work- 
ing conditions, properly understood pension 
and health plans, frankness in discussing 
the company’s affairs, are not luxuries. And 
banks, like industry, have found that em- 
ployees who understand the other parts of 
the work, the end purpose, are the more 
competent. The high cost of employee turn- 
over has had the affirmative value of acti- 
vating better employee relations and condi- 
tions. 
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FAMILIARITY BREEDS - CONFIDENCE 


TI HE old saw about familiarity does not 

seem to apply to bankers and banking. 
In the recent survey of public opinion 
made by the Opinion Research Corp. for 
the Association of Reserve City Bankers, 
comparison after comparison between an- 
swers of those having close contacts with 
banks and those having casual or no con- 
tacts showed the former far more favor- 
ably inclined. 


Showing both strong and weak points in 
the public’s appraisal of banks, banking 
and trusteeship, the report confirms the 
growing recognition that personal finance 
needs humanizing and identification with 
the welfare of employees, customers and 
community. Leading the list as the “pub- 
lic utility” most essential to the economy, 
banks are ranked below telephone and in- 
surance companies on employee remunera- 
tion and chances of promotion. 


A most serious situation is shown in the 
opinion of two-thirds of the 2,869 repre- 
sentative citizens interviewed (plus 357 
newspaper editors and social science 
teachers) that interest paid on savings ac- 
counts is too low; only 18% believe it 
reasonable. However, only one out of four 
think banks are making too much profit. 
The difference between interest paid and 
interest charged on loans, or received on 
government bonds, will need some wide ex- 
plaining. 


Government Ownership 


EOPLE do not favor government own- 

ership of banks; two-thirds of those 
queried by the American Institute of Pub- 
lic Opinion at the beginning of 1947 op- 
posed such ownership — compared with 
56% opposing ten years earlier. A sense 
of security, however, is not justified when 
it is also considered that most are not con- 
cerned over the government competition 
in their field, and give much weight to Fed- 
eral deposit insurance for safety of bank 
deposits. 

Undoubtedly the public relations work 
of electric utilities in recent years has 
served to reduce public support of govern- 
ment ownership. While such ownership 
was favored in 1936 by 40%, in the latest 
(Jan. 1947) survey by American Institute 
of Public Opinion it was favored by only 
28%. Coal mines, notorious for poor public 
relations, would best be government owned 


in the present view of 33% (with 6% un- 
decided), compared with 27% (9% unde- 
cided) in 1936. 

While only a minority of 20% of the 
public, according to Opinion Research Cor- 
poration’s survey, criticize banks as too 
dignified and cold, 40% of non-customers 
(with 15% not commenting) so criticized 
them. The other side of the coin is that 
two out of five think banks should show 
more friendliness, and only one out of 
every six knows of anything a bank has 
done recently to demonstrate a friendly at- 
titude. 


Community and Trust Services 


PECIFIC suggestions were made as to 

the sort of community activities in 
which banks should show interest. Partici- 
pation in civic projects, improvements and 
education led the list, followed by financial 
contributions to local organizations, special 
accommodations to community enterprises, 
encouragement of savings and new enter- 
prises and better farming techniques. 


The public is very poorly informed on 
trust functions. Only 19% knew that trust 
departments act as executors. A similar 
percentage stated they had made wills. This 
is not as bad as it looks, since a good many 
of those interviewed were people of little 
means. But of the 19% who had wills, four- 
teen times as many had named friends or 
relatives, and three times as many named 
lawyers as named trust departments. 

Among those who “considered” a trust 
department but named other executors, the 
usual reasons were “personal preference,” 
belief that a trust company cost more, that 
it was too impersonal or that their estate 
was too small. On the latter point it is rele- 
vant to note that a large proportion of the 
people who have brought estates of over 
$50,000 to the Smaller Estates departments 
of banks had the idea that theirs was “too 
small.” 


It is impossible to dissociate public reac- 
tions toward banks and trust departments, 
attitudes toward one reflect directly on the 
other. As the Opinion Research Corp. aptly 
concludes, the one principle, demonstrated 
on issue after issue in this study, is: 

“The greater a person’s contact, famil- 
iarity and knowledge of banks, the greater 
is his understanding of banks’ problems and 
the more favorable his attitude.” 





THE “ECONORAMA” 


A Three Dimensional Graphic Portrayal of Economic Principles 
and Business Operations 


Case History Report on Public Relations. 


FAR more interesting and understand- 

able method of learning what makes the 
wheels of industry and the economy go 
round is being introduced through a series 
of “mechanical movies” called the ‘‘Econo- 
rama.” 

For the first time, the principles and oper- 
ations of the enterprise system have been 
made visual and put in motion so that every- 
one can readily see how a personal, business 
or national budget works, where income de- 
rives and where it goes, what causes 
changes in prices and standards of living. 
The remarkable achievements in speedy and 
memorable instruction of our Armed Forces 
during the war by training films illustrated 
great potentialities of visual aids which are 
today finding many peacetime applications. 

But when the third dimension is added by 
machines which physically demonstrate the 
workings of money and production and con- 
sumption and the effects of any given eco- 
nomic conditions, a new era in popular edu- 
cation is opened up. Complicated and often 
dull theories in text-books become attrac- 
tive, animated demonstrations in the work- 
ing-models of the Econorama. 


Economics in Action 


EGINNING fifteen years ago, James 
D. Mooney, engineer-economist, now 
chairman of the board and president of 
Willys-Overland Motors, Inc., has. invented 
and developed a series of five moving-model 
exhibits that show economics 
in action. They show what 
makes prices rise and fall, 
where the corporation dollar, 
and the paycheck dollar go, 
the relationships of money, 
production and consumption. 


Shown to more than 6,000 
people during the past year, at 
the Willys-Overland plant in 
Toledo, these exhibits have 
proven highly popular and ef- 
fective in explaining these 
economic relationships to la- 
bor groups and students. Eco- 
nomics professors that have 
viewed these exhibits with 


classes are convinced that economics could 
hardly be made more simple and impressive. 


Financial and public relations executives 
who have seen the Econorama at public or 
private presentations, recognize its unique 
value in overcoming economic illiteracy and 
correcting many of the the delusions or mis- 
understandings which today threaten our 
industrial and national stability. Not only 
have special groups come from distant cities 
to view these educational machines in oper- 
ation, but other large groups of executives, 
employees, business and educational leaders 
will soon have opportunity to see “Econom- 
ics in Action” through exhibit of the Econ- 
orama at conventions and special occasions. 


Just as it is often impossible to give a 
clear picture of economics or finance 
through the written word, so is it impossible 
to adequately describe this graphic presen- 
tation. The accompanying illustrations and 
text will, however, serve to indicate the 
scope and nature of this new technique and 
its “activating” forces. 


For These We Work 


The economic and social life of our nation 
centers around the home and the family, and 
most of our productive work and thinking 
is done with the idea of improving family 
and home. So the home is the central fea- 
ture of the first unit, a diorama of a pretty 
landscape in natural colors, surrounded by 
symbols of work and education. Under the 
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Exhibit A: Flow and Regeneration of Capital 
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caption “This We Must Create,” a family 
group is appraising the scene and its sig- 
nificance. Freedom to choose where they 
will earn and spend their money, good trans- 
portation, religious freedom, expanding ed- 
ucation, and clean decent places in which to 
live and work. 


The second graphic (Exhibit D) demon- 
strates personal income distribution and is 
calibrated so that the income of any pay 
levels of industry employees can be shown 
for each type of expense: Taxes, Food, 
Clothing, Shelter, Automobiles, Welfare, 
and Comforts. Welfare, for example, in- 
cludes medical and personal care, life insur- 
ance, education and savings. Comforts in- 
clude recreation and amusements. 


Each class of expenditure is illustrated or 
symbolized by an attractive display of min- 
iature objects. Total income is represented 
by a green liquid in a transparent and ver- 
tical cylinder, graduated for adjustment to 
different income levels. The variable 
amounts expended for the seven classifica- 
tions are shown in a series of smaller, trans- 
parent cylinders into which income flows 
from the income cylinder. The amounts ex- 
pended in each classification under varying 
conditions are shown by adjusting the 
heights of the liquid columns with movable 
pistons. 


Flexibility Gives Personal Application 


The effects of higher and lower taxes and 
prices on family or national expenditures 
and, therefore, on standards of living are 
graphically illustrated. This is one of the 
clearest stories that the entire Hconorama 
shows. When taxes go up, less of the liquid 
is left to flow into Comforts. 


As visual analysis can be made of national 
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Exhibit B: Supply and Demand Graph 
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income as a whole and of family incomes at 
different levels. The national income is best 
measured on an annual basis and the graph- 
ic can show how the national income was di- 
vided as actual expenditures among the sev- 
en expenses. Individual income is better 
measured on a weekly or monthly basis and 
this also is broken down as to just how much 
of each pay check went into the respective 
expense categories. 


An extensive study of national income 
and expenditures was made, using as sourc- 
es the Bureau of Labor Statistics, the Na- 
tional Resources Planning Board, the Na- 
tional Industrial Conference Board, and the 
University of Toledo Business Bureau. For 
worker education in Toledo, the University 
of Toledo prepared figures on average ex- 
penses by Toledo families in the different 
wage brackets. This has proved to be a very 
interesting display to a great many citizens 
and has helped merchants in planning mer- 
chandising campaigns. 


Supply-Demand Changes 


The next exhibit (B) of the Econorama 
is designed to show, one by one, the various 
influences which finally determine the level 
of prices. The first analysis in this field cov- 
ers the relationships of commodity produc- 
tion and consumption, or supply and de- 
mand. 

The effect of varying relationships is 
graphically and dynamically displayed by 
liquid flow. Production flows from factory 
and field into inventories or stocks avail- 
able for market. The out-flow from inven- 
tory, or consumption, is represented by a 
miniature store with customers. The rate 
of flow into and out of inventory can be 
regulated by valves. 


Inventory is repre- 
sented as a liquid held 
in a floating and 
transparent jar, into 
which production 
flows from above and 
* an sums soPre oF soons from which consump- 

tion is drawn at the 
bottom. As inventor- 
ies decrease the float 
rises. An arrow or 
pointer attached to 
the floating jar (In- 
ventories) also rises, 
indicating a rising 
' price trend on an ad- 
jacent scale. By in- 
creasing available in- 
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ventories, prices will be shown to be falling. 


Since production (or supply) may be in- 
creasing, diminishing, or unchanged, and 
consumption (or demand) may be following 
any one of these three trends, there are 
nine possible combinations to be evaluated 
in understanding any price movement. 


This phase of the demonstration is based 
on assumption of stable monetary value. 
But since the same three directions for the 
value of money are possible—rising, fall- 
ing, or unchanging—there are twenty-seven 
possible combinations to effect the price 
level. It is the object of the next unit of the 
exhibit (C) to show the nature and causes 
of such monetary changes. 


Effects of Monetary Changes 


The aggregate world supply-demand con- 
ditions constitute a major influence on the 
world price level and this is demonstrated 
in the fourth section of the 
Econorama. Here, another 
variable is encountered: the 
changing supply of monetary 
gold. Possessed of a dual per- 
sonality, gold cannot cast off 
either personality. It is at the 
same time money and a com- 
modity. Changes in its volume 
and influences are illustrated 
in this demonstration. 

In most countries, business 
is carried on in terms of paper 
money and the value of paper 
money in terms of gold may 
fluctuate widely. In _ recent 
years, both the domestic gold 
supply and the paper indebt- 
edness of the United States in- 
creased enormously. 

The final effects of inflation 
and a reduced standard of liv- 
ing caused by the enforced reduction of con- 
sumption of many comforts and luxuries of 
life and by the diversions of savings from 
private to public expenditure, are graph- 
ically illustrated in a distinct and novel 
manner. 


Industry’s Dollar 


The fourth unit of the Econorama (Ex- 
hibit A) was introduced at a dinner of the 
Tax Foundation in New York in December, 
1941. It illustrates the flow, distribution and 
conservation of capital in industry. It por- 
trays the pattern under which the scheme 
of free and competitive enterprise works to 
promote the economic welfare of the coun- 
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try, of industry and of the individual stand- 
ard of living. 


“Industry’s Gross Income”, stemming 
from gross sales and fresh capital, is por- 
trayed by a stream of oil which flows into 
a tank as the “operating capital” to meet 
the costs of materials, labor, depreciation, 
management, rent and interest, all of which 
are represented by streams of liquid drain- 
ing from the bottom of the tank. 


After operating expenses have been met, 
the “Net Income Before Taxes” runs off 
through an overflow to a tank from which 
“taxes” are withdrawn. The remainder 
overflows to another tank where it is di- 
vided between “Dividends” and “Surplus”. 

The analogy further portrays how “sur- 
plus” provides a “pool of capital’”’ available . 
for investment in New Enterprise or for 
Reinvestment. To illustrate the borrowing 
of capital to support business operations, 


Exhibit C: Gold, Paper Money and Cotton Prices Analyzed 


liquid may be pumped from the pool of 
“capital” back into “operating capital” via 
a glass pipe line. 

All of the individual incoming and out- 
going streams of liquid can be separately 
controlled and varied by push button mo- 


torized valves. The sensitive balance of 
flows required to maintain an equitable dis- 
tribution of liquid (capital) between the 
various streams graphically dramatizes the 
economic problems confronting industry 
and the nation. 

The fifth machine, just completed, shows 
the various factors that determine the 
break-even point of a business. Together, 
the Econorama group provides a visual dem- 
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Exhibit D: Income Distribution Graph 


onstration of economic principles underly- 
ing our enterprise system that can be read- 
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ily understood by the average person. As 
Mr. Mooney states in his descriptive pamph- 
let: 


“This method of exploring and illus- 
trating economic laws has been designed 
to bridge the seeming yet actually non- 
existent gap between the simple econom- 
ics of housekeeping and village life and 
the large-scale economics of America.” 


In clearly demonstrating the immutabil- 
ity of basic economic laws and the fact that 
artificial or political restrictions or pan- 
aceas only set up opposite pressures, the 
Econorama does a great service. By appli- 
cation of the features of physics experi- 
ments to economic forces, these machines 
show what happens when attempts are made 
to revoke the natural forces; causes and ef- 
fects are distinguished and put in visible 
motion. 


COMPONENTS OF BANK PUBLIC RELATIONS 


66 UR real competition is not other banks, 

it is the failure of people to understand, 
the fear of banks which leads people to dis- 
trust banking leadership, to allow the en- 
croachment of government in the banking field, 
the procrastination which keeps them from 
putting their financial affairs in order”. With 
these introductory comments before the Colo- 
rado Bankers Association, Robert Lindquist, 
vice-president of LaSalle National Bank of 
Chicago, catalogued the phases of a well- 
rounded public relations program that will 
have the proper continuity and purpose. 


Speaking of advertising as but one of the 
media, he finds much of it spasmodic and not 
seeming to go anywhere, although it is of value 
only if objectively planned and coordinated 
with the overall business development in a 
public relations program. Remarking that “Ad- 
vertising is too often looked upon as something 
that has to be done, but a nuisance and waste 
of money,’ Mr. Lindquist suggested the 
use of space as a vehicle for news, including 
“reports to the community.” 


“The ultimate objective of a bank’s public 
relations activities should be to develop an 
awareness and acceptance of the bank’s use- 
fulness, and evidence it by taking active and 
personal interest in the community’s activities. 
“This is not entirely a matter of altruistic 
service, for certainly what is good for the com- 
munity is good for the bank. Banks have fur- 
ther and broader obligations to their com- 
munities in the cultivation of thrift and prac- 
tices of good money management. A bank 
should accept its obligation to lead in all ac- 
tivities for better civic projects, including good 
government and good schools”. 


Whether the bank have a staff of two or two 


thousand, Mr. Lindquist stated that the prob- 
lems and solutions are the same, the only dif- 
ference being in the approach. Where size 
makes personal relations too difficult, the bank 
must resort more to the printed word and to 
planned contacts. Because of the personal, con- 
fidential relationship with customers, the job 
is largely a local matter and an associational 
program needs individual application and im- 
plementation. 


“Without a trained, loyal, enthusiastic and 
sales-minded staff, a bank cannot hope to have 
a successful public relations program”’, he con- 
tinued, “and the starting point must be an 
honest policy of compensation and promotion.” 
Referring to adjustment of out-of-line salary 
schedules, and the importance of job security, 
Mr. Lindquist recommended group disability 
or life insurance and a pension plan as needed 
supplements, and consideration of profit-shar- 
ing, which sharpens interest in the bank’s 
progress and profitability. Attention was called 
to the provision of educational facilities, of 
social and athletic activities (with families 
brought in when possible), and to multiplica- 
tion of the bank’s constructive value by en- 
couragement of employees to take part in com- 
munity activities. 


As the financial center of the town, and the 
logical financial adviser to its people, the bank 
should be favorably known to non-customers 
and customers alike, in Mr. Lindquist’s opin- 
ion, and can benefit from leadership in such 
civic campaigns as soil conservation, store 
modernization, youth development and attrac- 
tion of industries. “Some banks have taken the 
lead in such activities,” he observes, “and have 
been given the grateful.support of the entire 
community.” 





HARRY WINSTON, INC. 
Estates 
Jewelry and Futens Shins 


* * * 


The firm of Harry Winston, Inc. has been for many 
years the foremost purchaser of jewel estates through- 
out the world. 


We offer the services of our experts who are especially 
qualified to appraise and purchase jewels of all types. 


* * * 


REFERENCES: 


The Commercial National Bank & Trust Co. 
46 Wall Street, New York City 


Manufacturers Trust Company 
513 Fifth Avenue, New York City 


* * * 


HARRY WINSTON, INC. 


New York Office: Los Angeles Office: 
7 East 5lst Street 601 Jewelry Trades Bldg. 
New York 22, N. Y. Los Angeles, California 
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BANK STOCKHOLDERS TAKE A TOUR 


Banking Operations Explained to Owners in Evening Sessions 


HE often “forgotten man” in banking 

was recognized as an important man 
by the Butler Savings and Trust Company, 
Butler, Pa., when four hundred sharehold- 
ers were invited on four successive evenings 
to take a tour through their bank and have 
dinner with its staff. The stated purpose 
was to promote a greater interest and un- 
derstanding among the shareholders, but 
in its broad interpretation, the object was 
to broaden and develop staff and public re- 
lations. 


Some three hundred persons representing 
75 per cent of all stockholders turned out, 


BUTLER SAVINGS AND TRUST COMPANY 


“THE PEOPLES BANK” 
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BUTLER, PENNSYLVANIA 


ORGANIZED IN 1868, THIS BANK HAS BEEN 
FAITHFULLY SERVING THE CITIZENS OF BUTLER 
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BEEN COMPLETE IN PROVIDING FINANCIAL SERVICE 


REGARDLESS HOW LARGE OR HOW SMALL YOUR 
BANKING NEEDS MAY BE, YOU WILL FIND ONE OF 
OUR SERVICES WILL MEET YOUR INDIVIDUAL 
REQUIREMENT. 


'36 SERVICES AVAILABLE 
Provides for Every Financial Need 


TRUST DEPARTMENT SERVICES 


A composite page from the Bank’s illustrated 
booklet outlining its 36 available services. 


some coming as far as four hundred miles. 
This interest shown in the Butler Savings 
and Trust Company’s program indicates 
that the size of a bank and its community 
is no deterrent in its efforts to create better 
understanding by the public in general and 
potential customers in particular. Located 
in the county seat, population 25,000, Butler 
Savings and Trust has assets of 7.4 million 
in the banking department and 1.4 million 
in the trust division. 


The procedures used in conducting the 
tour follow closely the general pattern being 
adopted by most banks engaging in this 
type of public relations endeavor. Stock- 
holders were greeted by the officers and di- 
rectors, and introduced to each other to the 
extent that numbers would permit. Groups 
of 10 to 12 were assigned to one of the em- 
ployees acting as their guide, who first took 
them to the distributing and proof opera- 
tion. Bookkeeping, savings, safe deposit, 
loan and micro-filming operations, also 
evoked considerable interest as each was 
demonstrated and explained; evidenced by 
guests’ remarks in observing the automatic 
action of posting and recording machines 
and the contribution they made to accuracy 
and speed in the handling of the several 
transactions and the efforts of their bank 
to render a maximum of service to its cus- 
tomers with equal protection to the interests 
of the bank. 


Each shareholder was given a souvenir, 
a suggestion card for new business con- 
tacts, and an illustrated booklet outlining 
the 36 services available at the bank, fol- 
lowed by a brief address by J. B. Grieves, 
executive vice-president, outlining the ex- 
pansion of the several departments through 
the co-operative efforts of the bank’s per- 
sonnel. Shareholders were invited to partici- 
pate with their officers and employees in 
passing along information of value and in 
recommending their bank to friends and 
neighbors. 


Trust Services Outlined 


HEY were informed that many of the 
services could be explained, but not 
shown on an occasion of this kind, and that 
the valuable and little-understood services 
of the Trust Department fell into this cate- 
gory. Mr. Grieves emphasized the impor- 





tance of each shareholder naming the bank 
as executor in his will—if he had written a 
will—and urging them and their friends to 
talk with the Bank’s Trust Officer to become 
more familiar with the services offered by 
the bank in serving as Trustee, Agent, Ex- 
ecutor, etc., and its familiarity with the bur- 
densome details of administering an estate 
and changing tax laws. 


The enthusiasm of those attending the 
first night quickly spread throughout the 
community and many of those invited on 
succeeding evenings, who had _ indicated 
they were unable to attend for one reason or 
another, found that they were able to alter 
their plans and came the following eve- 
nings. While the purpose was to promote a 
greater interest and understanding of the 
Bank’s activities among shareholders, and 
to encourage them to participate in con- 
tributing to the further growth of their in- 
stitution, the officers were approached by 
not less than ten people who were not share- 
holders, during the four days of the “at 
home party,” asking that shares of stock be 
obtained for them. 


Public Reaction Excellent 


HE Trust Company’s executive vice- 


president concluded: “We have been 
much inspired by the increased volume of 
business in all operations of the bank, and 
particularly by the public reception of our 
development in customer relations. You 
can well appreciate that we are not trying to 
coast along on one such event as that em- 
bracing our shareholders, and we plan to 
recognize the anniversary of our first party, 
at which time we hope to broaden the scope 
to include local groups.” 


The increased spread of this type of ac- 
tivity, particularly among the smaller banks 
and trust companies, is indicative that many 
bankers have decided to take a tip from in- 
dustry, and actively inject themselves and 
their banks into community life to promote 
public interest and good will. 


Public relations activities involving an 
appropriation and considerable time on the 
part of bank officers have been slow in de- 
veloping. Unfortunately, it is not possible to 
measure the cash return generated by such 
programs with the certainty that the results 
of an advertising campaign may be calcu- 
lated. Bank tours and bank participation in 
community affairs pay off in intangible but 
nonetheless important assets — community 
understanding and friendship. 


EDITOR’S EASY CHAIR’ 


In which we present pertinent 
observations and information in 
letters received from our readers. 


Continuing Program Needed 


Your premise, in the editorial “Business in 
a Showcase” (May) that good employee rela- 
tions must be a pre-requisite to good public 
relations, could be adopted completely by a 
business firm and still fall short of final suc- 
cess because it would not be a continuous pro- 
gram. I think you will agree that it isn’t 
enough to do the things you suggest and then 
let them drop until somebody happens to bring 
them to light again. 

We have advised other businesses who have 
come to see us about some of their employee 
relations problems that the establishment of 
a formal procedure which will be a continuing 
program along the lines of Multiple Manage- 
ment or something like it is the best assurance 
for good employee relations over a long period 
of time. You know how easy it is for business 
to become excited about a problem, do some- 
thing about it and promptly assume that the 
job is finished. The key to long-range success 
of the points you suggest is establishment 
of a formal continuing program which will not 
be forgotten. 


THOMAS R. REID, 
Vice President, Human Relations, 
McCormick & Co., Inc., Baltimore 


Pensions Important 


I was particularly interested in the article 
on Page 12 of the July issue entitled “The Cap- 
italabor Team.” This is one of our most im- 
portant subjects today. From a Bank’s stand- 
point it is also important because of the Pen- 
sion Trusts which are being created. From 
month to month I have pleasure in reading the 
various articles in “Trusts and Estates” and I 
get a great deal from them. 


JOHN J. GRAEBER, 


Vice President, 
Chase National Bank, New York 
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BANK STRIKE TACTICS 


HE first full-dress rehearsal of tactics 

announced as a pattern for future bank 
strikes or picketing by the Financial Em- 
ployees Guild (CIO) has terminated after 
a month’s operation at the Brooklyn (N.Y.) 
Trust Company. 

Starting on July 17, with a massing of 
picket lines in front of the head offices and 
branches, distribution of literature to all 
takers and demands for negotiation with 
the union’s local 96, the picketing was 
marked by clashes with police and bank 
employees and efforts to discourage cus- 
tomers. 

Handbills carried statements that the 
trust company “has forced us to go out on 
strike” because “some of us have been fired 

. others have been pushed around... 
denied deserved raises.” Saying “We handle 
thousands of dollars—we’re paid in pen- 
nies. Many tellers go home with less than 
$40.a week; bookkeepers with as little as 
$30 a week’, the handouts asked protests 
be made to the bank president and branch 
managers. 

The picket line chanted, “This bank has 
$240 million of assets, pays only $30 a week 
salaries.” Across the street at the temporary 
headquarters of the union, news releases 
were issued calling for recognition as bar- 
gaining agent, asking reinstatement of 
three union members allegedly fired by the 
bank, and raises of $15 a week or 30%, 
whichever was higher. The claim was made 
that the majority of all employees take 
home less than $35 a week. Other demands 


Scene during Brooklyn Trust strike 


were for “withdrawal of discriminatory 

transfers, job security, grievance machin- 
” 

ery. 


No claims were substantiated or even 
made by the union as to the number of bank 
employee members. In the absence of such 
data, the bank refused to recognize any 
bargaining rights of the local. 


The trust company president, George Mc- 
Laughlin, issued a statement that the Unit- 
ed Office & Professional Workers of Amer- 
ica (with which Financial Employees Guild 
is affiliated) had not petitioned the State 
or National Labor Board for an election. 
No information was forthcoming to coun- 
teract the wage rate charges or as to the 
number on strike, though Mr. McLaughlin 
announced on the first morning that ab- 
sences ran 9% compared with the normal 
5%, and several staff members could iden- 
tify no employees on the picket lines at the 
head office. The pickets, varying at times 
from five to two hundred and fifty, were 
recruited mainly from the American Labor 
Party and various union headquarters in- 
cluding, according to newspaper reports, 
the National Maritime Union. According to 
later reports, the Guild represented “about 
one-fifth of the bank’s employees.” 


The trust company had increased em- 
ployee salaries by 8% % the first of the year, 
distributed a 5% Christmas bonus and in- 
stituted a pension plan. Branch managers 
and assistants participate in incentive com- 
pensation. 


From observation of the union’s strike 
tactics, it appears advisable for banks to 
have ready information to counter mislead- 
ing or false statements on pay, pensions, 
security and employee benefits; to point out 
that they have no control over how much 
salary is taken by taxes. Further that there 
be executives familiar with any such ac- 
tivity that develops, and available to the 
press. 


News reporters endeavor to present both 
sides of the news and statements, but can 
only print what they can get. The unions 
have a well-developed press relations tech- 
nique and are quick to emphasize any weak 
spots or reiterate points that go unchal- 
lenged with facts. Their continued activi- 
ties will further impress the need for the 
best employee and public relations by fi- 
nancial as well as industrial institutions. 
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BUSINESSMEN AND THE COMMUNITY FORUM 


A Shield of Freedom and Power for Economic Literacy 


FRANCIS BALLAINE 
Adelphi College 


From Harvard Business Review, Spring, 1947 


HE community forum, for discussion 

of public issues, is very much alive in 
our land today,” the author concludes from 
extensive study of such activities. But he 
finds the businessman still conspicuous by 
his absence, either as participant or spon- 
sor, even though “business, more than any 
institution, is under critical fire and needs 
to demonstrate that it recognizes its social 
responsibilities.” 

If this anti-social absence continues he 
believes people will increasingly feel that 
business is undesirable because it is not in- 
terested in the community welfare. “In this 
age of power politics, of pressure groups, of 
tight organizations for the achievement of 
narrow political ends, the community forum 
functions as the shield of freedom and 
democracy.” 


Economic issues rank high on the list of 
discussion, he finds, and include such topics 
as: job security and wages, labor unrest, 
trade unions (an “explosive subject”), pen- 
sion and health insurance, profits, etc. Held 
in school buildings, churches, the YMCA, 
settlement houses, clubs, hotels and trade 
union buildings, these meetings attract the 
“active, alert people in any community who 
lead the way in the formulation of public 
opinion to bring about social change.” 


Noting these forums as a modern counter- 
part of the historically effective and dem- 
ocratic Town Meetings, and citing the influ- 
ence of earnest minorities led by young 
lawyers, students and pamphleteers-who 
were most active in such meetings - Mr. 
Ballaine urges “a dynamic, purposeful par- 
ticipation in forums as an integral part of 
the public relations efforts of business” not 
only to carry basic information and the 
business point of view to the public, but also 
to carry back to management the temper 
and thinking of the people. 


The community forum he likens to “a 
hannel of communication between the in- 
‘titutions of our society and the people.” 
‘he important effects of business policies 
ind actions on the life of the entire com- 
munity deserve, in the author’s view, public 


recognition and interpretation, though the 
businessman has not been accustomed to 
“do his thinking in public.” 

The article cites the scope and experience 
of such forums as: The Veteran-Civilian 
Discussion project sponsored by New York 
Adult Education Council, the Peoria Con- 
ferences sponsored by the Caterpillar Trac- 
tor Company, the League of Women Voters, 
the public meetings sponsored by Inter- 
national Ladies Garment Workers Union, 
and the Wellesley Institute for Social Pro- 
gress. Interesting statistics are given on the 
opinion changes of attendants at the Veter- 
an-Civilian project. 

“No panacea or cure-all for our misunder- 
standings,” Mr. Ballaine noted that such 
meetings do provide “one way that the 
American people can get acquainted again 
with each other” as the basis for mutual 
confidence. He reviews the reasons why bus- 
iness leaders have not participated in pro- 
portion to their numbers and _ interest, 
particularly the fear of ridicule. But from 
experience he has concluded that “even if 
the businessman is unfairly attacked, the 
majority present will come quickly to his 
defense, especially where he avoids the ex- 
ecutive authority attitude and approaches 
the forum in a cooperative spirit.” 


Also cited as a handicap is the fear of 
saying something which will reflect on his 
business, or be garbled in the reporting. It 
is to be noted here that even silence on his 
side is no proof of proper representation. 
As to the time of preparation and attend- 
ance, the author suggests preliminary dis- 
cussion by the trade association of issues 
announced at forums. 


Noting that the forum idea has greatly 
expanded and is beginning to attract key 
business men for panel or general forums, 
Mr. Ballaine concludes: 


“There is no doubt that these joint for- 
ums are the kind of development that will 
help close the alarming gap of misunder- 
standing that is dividing our people into 
pressure groups, threatening our social in- 
stitutions and way of life.” 
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— THE CAPITALABOR TEAM— 


Developments which have promoted, or promise to promote, mutual 
welfare of employees, employers and providers of capital tools. 


The Annual-Wage 


The annual-wage issue is viewed in a study, 
The Guarantee of Annual Wages, by A. D. H. 
Kaplan, as a problem in the organization of 
our economic society rather than the usual ap- 
proach, a problem in personnel relations as be- 
tween management and employees. This analy- 
sis of an issue that will surely take an increas- 
ingly important place in labor-management 
discussions is available at The Brookings In- 
stitution, Washington, D. C., 269 pp., $3.50. 


Profit-Sharing Council 


Some fifty executives, representing twenty 
manufacturing companies and industrial coun- 
selling firms met in Cleveland in June under 
the leadership of Dr. Robert Hartman, profes- 
sor of philosophy at the College of Wooster, to 
discuss the formation of a nation-wide asso- 
ciation of firms which practice profit-sharing. 


There was a feeling of urgency among the 
group that the problems of high production 
and labor relations are imperative and call for 
immediate action. Discussion early brought out 
that profit sharing had been tried many times, 
and had been unsuccessful in many instances, 
but there was no doubt in the minds of the 
men present that profit sharing works if 
honestly tried. 


Dr. Hartman said the meeting was to explore 
a way to release the unlimited potentiality of 
human beings by making workers not only feel 
a sense of being a partner with owners in bus- 
iness, but in sharing the rewards in a tangible 
way. 

The name Council of Profit Sharing Indus- 
tries was decided upon at a meeting of the 
Committee in July and a general meeting is 
being scheduled during the fall, probably in 
Cleveland. 


Employee Education 


The employee’s attitude toward business and 
top management tends to be favorable in direct 
ratio to the amount and quality of information 
he received in his job. This is the finding of 
exhaustive polls and surveys taken in many 
parts of the country, and it confirms the old 
political adage that education and widely dis- 
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seminated information are the most im- 
portant prerequisites of democracy. 


Those in business who have recognized this 
philosophy have taken cognizance of it by im- 
proving their annual statements, by publishing 
interim information, by issuing special re- 
ports to employees and by establishing special 
training courses. 


It cannot be disputed, however, that some 
industries and many businesses are still back- 
ward in this field. That there is more than 
theory to the thesis that better information 
makes for industrial peace and satisfaction, 
and conversely, lack of information breeds sus- 
picion and discontent, is fully borne out by 
investigations made by qualified groups. 


Introduction for New Bank Employees 


The Continental Illinois National Bank 
and Trust Company of Chicago conducts 
organized tours throughout the bank for new 
members of their staff. Arrangements are 
made for these trips several weeks after a 
group of newcomers have participated in an 
informal “introduction” meeting. The purpose 
of the tour is to give the new people a chance 
to see the functions of the bank as a whole 
as well as to learn the location of various 
departments and the scope of banking work 
done. Groups, under the guidance of men 
thoroughly familiar with the different parts 
of the bank and their operations, are limited 
to five or six persons, to make the questions 
and answers easier to handle. 


Specialized tours are conducted by indi- 
vidual divisions in connection with their own 
introductory programs. These programs con- 
sist largely of conversations with the manager 
about the nature of the division’s work, its 
objectives, and details of hours, lunch period, 
and so on. Following this conversation, the 
new people are taken to the places concerned 
with their work, so they can see where it 
comes from and where it goes. Although a com- 
paratively small area of the bank is covered 
on these tours, much more detail and explan- 
ation are given. 


~ COMPLETE TRUST SERVICE IN GEORGIA 


through eleven offices in six cities 


THE CITIZENS & SOUTHERN NATIONAL BANK 





ESTATE ANALYSIS in ACTION 


The Lawyer and Insurance Advice 


HEMAN T. POWERS 
Powers System of Estate Analysis, Cleveland 


N some of my previous articles, I have 

laid stress upon the “Trinity of Prop- 
erty Transfer” and upon the obligation of 
the underwriter to recognize the attorney 
of the estate owner, not only as a drafts- 
man of the legal instruments, but as the 
counsellor-at-law with respect to the devel- 
opment and selection of corrective proce- 
dures. I have based my argument on the 
proposition that all estate situations are 
the result of the operation of some law. 


A number of life underwriters, while not 
disagreeing with me as to the soundness 
of my thesis, have been critical of a not in- 
considerable number of members of the 
Bar who, as they allege, step out of their 
particular area which the underwriters 
have been adjured from entering, and into 
the field of insurance counselling. Because 
I think these underwriters have justifica- 
tion for their complaint, I am directing 
this directly to these attorneys, in the be- 
lief that those who recognize the degree 
and character of their obligation to their 
clients and their dependents will be just as 
quick to accept my suggestions as have un- 
derwriters. 

There are two types of salesman in the 
field of life insurance, (1) the life insur- 
ance agent who considers that his respon- 
sibility to the insured and his dependents 
ceases upon his delivery of a policy; (2) 
the life underwriter who feels that his ob- 
ligation begins upon the delivery of the 
policy to buyer. 

The former is primarily concerned with 
finding a basis upon which the sale can be 
consummated. The latter deems it an in- 
tegral part of his business to organize all 


of the policies of his prospect, including 
those taken out through him, into an over- 
all program for providing maximum berie- 
fits for the ultimate beneficiaries. 


Life underwriters can be subdivided into 
two classes, (a) those who organize the 
policies with little or no consideration be- 
ing given to the general property and its 
possibilities or lack of possibilities; (b) 
those who realistically view both life in- 
surance and general property as sources 
of income and who seek to exhaust the pos- 
sibilities of both types of property in their 
consideration of recommendations for ad- 
ditional insurance. 


Without any depreciation of the contri- 
bution that all life insurance men make to 
the economic welfare of wives and chil- 
dren, my purpose is to show one way to a 
closer collaborative relationship between 
counsellors-at-law and this latter group. 

Life Insurance Is More Than Mere 
Indemnity 


LIFE insurance contract differs from 

a fire, accident or any other kind of 
indemnity policy in that it not only pro- 
vides for the payment of a stipulated sum 
of money upon the happening of the event 
against which it is carried, but likewise 
makes means available for applying such 
indemnity to the needs of the named bene- 
ficiaries in the form of guaranteed income 
payable in various manners and in such 
amounts as may be stipulated from time 
to time by the insured, or by the benefi- 
ciaries after the contract has matured as 
a claim. 
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These provisions, known as the options 
of settlement, include, in addition to a 
lump sum payment at death, 


1. The retention of the proceeds by the in- 
surer who agrees to pay a guaranteed rate 
of interest, plus any earned excess in- 
terest, to a named beneficiary or bene- 
ficiaries, for a period of any length or for 
life (as stipulated in the beneficiary agree- 
ment) and, at the expiration of each 
period or upon the death of the income 
beneficiary, to continue the interest pay- 
ments to named secondary beneficiaries 
or to distribute outright to them. 


Generally speaking, the insurers accept 
a provision in the beneficiary agreement 
which grants an unlimited right of with- 
drawal or one limited as to amount, or as 
to a period of time, or both. 


A certain number of insurance com- 
panies accept a provision which allows the 
beneficiary to change the method of pay- 
ment to any one or more of the settlement 
options contained in the policy contract. 
Some companies restrict the time or times 
when this right may be exercised, while 
others place no limitations thereon. 


2. The retention of the policy proceeds by 
the insurer who agrees to make monthly 
payments of certain specified amounts, 
augmented by excess interest, for a stip- 
ulated number of months. 

. The retention of the policy proceeds by 
the insurer who agrees to pay any amount 
stipulated by the insured, monthly, quar- 
terly, or annually, plus excess interest, 
until such proceeds have been exhausted. 

. The retention of the proceeds by the in- 
sured under an agreement to pay an an- 
nuity of a stipulated amount to a named 
beneficiary for his or her entire lifetime. 
This option is further modified to provide 
that such a contractual annuity payment 
shall be made for a stated number of pay- 
ments, regardless of the number of years 
the primary beneficiary survives, to either 
such primary beneficiary, or to named 
secondary beneficiaries. 


In addition to the foregoing options of 
settlement, every legal reserve policy con- 
tains what are known as the “Non-For- 
feiture Provisions” which permit the in- 
sured or the owner of the policy, in event 
of lapse, to elect either to surrender the 
contract for its surrender value, to convert 
to a paid-up policy in an amount which, 
roughly speaking, such surrender value 
will maintain, or to take extended term in- 
surance in the amount of the policy’s face 
value, for the number of years, months and 
days that the aforementioned surrender 


TRUSTS and ESTATES—September 1947 


value will carry such term insurance. Not 
only do the life insurance companies allow 
the selection of the settlement options for 
the benefit of the beneficiaries, but they 
often permit the insured or the owners of 
the policy to apply such options to the cash 
or surrender value of the policy in favor 
of himself or herself, in event of lapse. 


Life insurance which is taken out for a 
specific purpose, for example, as addition- 
al security for a loan or to assure the con- 
summation of an educational program, can 
generally speaking be placed under a set- 
tlement option, which will become opera- 
tive if and when the purpose for which the 
insurance was acquired is extinguished by 
a lapse of time, satisfaction of the obliga- 
tion, or a reduction in the amount required 
through the survival of the insured. 


While there is, to a great extent, a cer- 
tain standardization of the settlement op- 
tions as well as the automatic provisions, 
the companies differ as to their practices 
with respect to the application of such 
settlement options or automatic provisions, 
and again, such practices are from time to 
time changed or entirely discontinued. 
And although by and large the policy con- 
tracts of the standard insurance com- 
panies closely resemble each other, many 
insurers offer specially constructed poli- 
cies to meet certain specific needs. Given 
a known objective, the options of settle- 
ment and the various types of available 
policy contracts can be combined to give 
the individual’s insurance a higher ap- 
plied value in terms of such objectives, 
for the amount of money that must be pe- 
riodically laid out by him. 


Ten-Point Philosophy 


S the foregoing indicates, underwriting 
the needs of an individual’s benefi- 
ciaries, combined with his own at retire- 
ment, is highly technical. To be depend- 
able, advice with respect to the purchase 
and application of life insurance requires 
a broader knowledge of policy contracts, 
methods of settlement, company practices, 
taxes as they affect insurance, and train- 
ing, than one not in the life insurance 
business possesses. In the light of this, it 
is my personal opinion that the attorney is 
under as heavy an obligation to his client 
and the dependents of such client, to bring 
a qualified life underwriter into the case, 
as is the insurance underwriter to refer all 
matters involving the interpretation of or 
practice of law, to a member of the Bar. A 





disregard of such obligation is, in prin- 
ciple, just as contrary to public interest as 
the unauthorized practice of law. 


While it is true that all life insurance 
men are primarily salesmen, too often the 
attorney instinctively assumes that the in- 
surance man, because he solicits business, 
is largely influenced by a desire to make a 
sale. While such an assumption may fre- 
quently be correct, it is also, in many in- 
stances, incorrect. This attitude often com- 
pels the underwriter to “sell”, merely to 
overcome the resistance of the counsellor 
to the purchase of insurance by his client. 


In any event, the possibility of contro- 
versy will be minimized if not eliminated, 
and the welfare of those who gain or lose 
from the estate and/or insurance counsel 
rendered to the estate owner, i.e., his bene- 
ficiaries, will be served if the attorney and 
the underwriter adopt these ten points as 
a basic philosophy, namely that: 


1. The value of what the estate owner 
leaves, be it general property, life in- 
surance, or both, lies in its ability to 
provide the means whereby his bene- 
ficiaries may maintain a satisfactory 
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standard of living—the purchasing 
power of the combined property and 
insurance. 


. That such purchasing power is rep- 


resented by income. 


. That such income will emanate from 


two sources, namely the aforesaid 
insurance and general property. 


. That since the principal of the in- 


surance and the income therefrom 
is guaranteed, its contribution to 
the needs and wants of dependents 
is determinable. 


. That the difference between the in- 


come provided by the insurance and 
that required for any given living 
standard, constitutes the burden 
that the estate must carry. 


. That since the estate must pass 


through the period of administra- 
tion, during which debts and claims, 
accrued taxes, family allowances, 
the expenses of the last illness and 
the funeral, cash bequests, expenses 
of administration, including the fees 
of the executor and attorney, and 
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lastly, succession taxes must be 
paid, the income burden will fall, 
not upon the estate as it is today, but 
upon that which remains at the ex- 
piration of the probate period. 


7. That there is no means by which the 
relative adequacy of either the es- 
tate or the insurance can be known 
without a knowledge of (a) what 
assets will comprise the residual es- 
tate and (b)) their potentiality as 
persistent sources of income. 

8. That estate or insurance advice is 
dependable in ratio to the counsel- 
lor’s knowledge of the facts of the 
estate situation. 

9. That the attorney, with the problems 
of the estate before him, should seek 
the counsel of a competent life un- 
derwriter with respect to the reor- 
ganization of the present insurance, 
recommendations for additional cov- 
erage, and the integration of both 
with the general property. 

10. That the underwriter should refer 
all matters involving the practice of 
law to the attorney of the estate 
owner. 
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Mutual Service 


HE practicability of a life insurance 

purchase depends upon the manner in 
which the insurance is applied, which in 
turn depends upon the points of failure 
(in terms of living standards), of the com- 
bined presently owned life insurance and 
(in terms of living standards) of the com- 
general property. 

A meticulous estate analysis provides 
the means by which the relation of life in- 
surance to the estate situation can be ob- 
jectively outlined by the life underwriter 
and objectively appraised by the attorney 
of the estate owner. 

A wide field of service which will be 
profitable to the members of the Bar, to 
life underwriters, and obviously to the 
beneficiaries of estate owners, is assured 
if the attorney and insurance man; 

(a) Meet on the common ground of ser- 
vice and base their conclusions on 
facts instead of theories; 

(b) Adopt the philosophy of estate 
analysis, not as a sales device, but 
as a means by which a more com- 
plete service can be rendered to the 
estate owner; and 

(c) Recognize the capabilities of the 
other and restrict themselves to 
their respective areas of service. 

Excluding ability from consideration, 
prestige with a client or potential purchas- 
er of insurance is the prime asset of both 
the attorney and underwriter. To impair 
the prestige of the other is not only un- 
justified and unfair, but deprives the es- 
tate owner of that to which he is entitled: 
faith and confidence in his advisers. There 
is an obligation on the part of the under- 
writer and attorney to make the other more 
useful to such estate owner. 
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— WHERE THERE’S A WILL — 


ILLIAM G. BRAMHAM, former 

president of the National Association 
of Professional Baseball Leagues (the mi- 
nors), gave his personal jewelry and home 
library to his son. All other tangible prop- 
erty passes to his wife, none of which she 
is obligated to retain for sentimental rea- 
sons. The rest of the estate is placed in 
trust with Durham (N. C.) Bank & Trust 
Company, which is also the executor, to pay 
the net income to Mrs. Bramham and pay 
her such sums from the principal as she 
may request as necessary, in her own dis- 
cretion, for herself or the family. 

Upon her death the principal and undis- 
tributed income shall be paid to the son, 
and if not alive, to the grandchildren. The 
trustee may retain the share and apply it 
for the benefit of any distributee under a 
legal disability until the removal of the dis- 
ability. Neither guardian nor court author- 
ity shall be required. 

The trustee may sell assets of the estate 
to itself as trustee of any life insurance 
trust of which the testator is the grantor. 
There is set forth a basis for the computa- 


tion of compensation of the bank as execu- 


tor and trustee. 
* * * 


ATHANIEL SPEAR, All-American 

merchants of 1943 and founder of 
Spear & Co., well known makers of furni- 
ture, gave $50,000 to his son James to 
equalize a similar amount given to his son 
Nathaniel at the time of the latter’s mar- 
riage. All loans made to Mrs. Spear and the 
sons are to be cancelled by the executor. 
The trustees receive $50,000 in trust to be 
used in assisting relatives in need; how- 
ever no part of the fund is to be used for 
business purposes. If any amount remains 
unexpended after ten years it is to become 
part of the residue. Six household employees 
receive $1,000 each. 

During Mrs. Spear’s life, the rest of the 
estate is to be held in trust by the sons and 
Peoples First National Bank and Trust Co., 
Pittsburgh, to pay one-half the income to 
her, one-fourth to James and the other one- 
fourth to Nathaniel’s wife. After Mrs. 
Spear’s death the stock in Spear & Co. is 
to be divided between James and the daugh- 
ter-in-law. The rest of the estate is to be 
kept in trust to pay one-half of the income 
to Nathaniel’s wife for life, then to Nathan- 
lei and then to his descendants until the 


youngest child reaches 21, at which time 
the principal is to be paid over to such de- 
scendants. The other half of the income is 
to be paid to James with.similar provisions 
effective on his death. The bequests to the 
daughter-in-law are contingent on her re- 
maining married to Nathaniel. 

In providing for the payment of death 
taxes, authority is given to the executors 
— who are also the sons and the trust com- 
pany — to borrow money and mortgage 
property in the event that sufficient cash is 
not available, preservation of the value of 
the estate being important. 

* * * 

ARLEY F. MacNAIR, professor at the 

University of Chicago and consultant 
to the O.S.S. during World War II, gave his 
property in Guernsey, Great Britain, to 
the University of Chicago and his property 
located in Saint Andrews, Canada, to ‘a 
Canadian fraternal institution. Certain 
named securities, left to his late wife by 
her former husband and upon her death 
located in Shanghai, are bequeathed to four 
persons in England. The University of Red- 
lands, California, is to receive professor 
MacNair’s library with the request that 
the contents be held in a unit to bear his 
name and that of his wife. 

The rest of the estate is placed in trust 
with Northern Trust Company, Chicago, 
which is also the executor, to pay the in- 
come to the professor’s sister. Upon her 
death the principal, except for $6,000 of 
specific bequests, is to be equally divided 
between the University of Redlands and 
the University of Chicago, the sums to be 
used for the respective endowments bearing 
the family name. The trustee is given wide 
latitude in its management of the trust 
funds. 

* * *% 
EORGE T. SUMMERLIN, former 
chief of protocol for the State Depart- 
ment, left an estate valued at $37,566. Un- 
der terms of his will, Mr. Summerlin’s half- 
sisters are to share equally in stocks and 
bonds, valued at more than $21,000. The 
residue of the estate is to go to his son’s 
widow, who is named with the Washington 
Loan & Trust Company executor. 
* * * 

Detroit Trust Company was appointed 
executor under the will of William P. Lov- 
ett, executive secretary of the Detroit Citi- 
zens League. 
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The best inheritance: a tree economy 


Because hope for liberty and progress depends on the wide development of 
economic understanding. ay 


Because effective presentation of information to combat the highly articulate 
advocates of stateism is a full-time job. . . 


The Foundation for Economic Education 


has been organized by public-spirited citizens to provide a clearing house of 
economic research, information and publicity. 


Activities already undertaken, or to be undertaken as resources permit, 
include: 


. Preparation and distribution of popular 
as well as thorough studies of current 
economic problems of major importance. 


. Publication of popular versions of 


classical economic works, such as The 
Wealth of Nations and The Federalist 


Papers. 


. A lecture institute for developing in- 
formed leadership in voluntary enter- 
prise. 


. Assistance in preparation of mono- 
graphs and books for high school and 
college use. 

. Distribution of worthwhile material 
published by other institutions and indi- 
viduals. 


. Special assistance to writers and pub- 
lishers. 

. Cooperative arrangements with stu- 
dents to provide experience in private 
business. 


. Organization of local study groups 
throughout the nation. 


The Foundation is a non-profit, non-political organization operated solely 
for educational purposes—it depends upon voluntary grants and bequests for 
support.” 


Trust Officers and Estate Attorneys are invited, on behalf of their customers 
and clients, to acquaint themselves with this basic educational work. 


Your inquiry will bring to you a copy of “On Behalf of Liberty,” a brief de- 


scriptive outline of the work, purpose and background of the Foundation. 


*Contributions are deductible for Federal income tax purposes and are exempt 
from Federal gift and estate taxes, according to a Treasury Department ruling. 


THE FOUNDATION FOR ECONOMIC EDUCATION, INC. 


LEONARD E. READ, PRESIDENT IRVINGTON-ON-HUDSON, NEW YORK 





A FOUNDATIONS FILE FOR CUSTOMERS 


A Social Aid to Testators and Their Advisers 


WILLIAM R. SPINNEY 


Assistant Trust Officer, Title Insurance and Trust Co., Los Angeles and 
Trust Consultant, Union Title Insurance and Trust Co., San Diego 


HERE are many reasons for “procras- 

tination.” There was the case of the 
prospective testator who knew how he want- 
ed the income distributed for the use and 
benefit of his wife. He knew how much he 
wanted to give to his “brothers and his sis- 
ters and his cousins and his aunts.” But 
one thing stumped him for a year: he could 
not decide what charity to name as remain- 
derman. 


We did not then possess what we have 
since established, a Foundation File for the 
accommodation of customers and their at- 
torneys. 


The difficulty of deciding upon worthy 
charities is not an unnatural one. Many peo- 
ple of means have devoted themselves so 
assidously to the accumulation of their 
wealth that they have confined their char- 
itable interests to their church, the Red 
Cross, the community chest, and incidental 
local causes. They have been too busy to 
have had the opportunity to become ac- 
quainted with a cause which they consider 
worthy of heavy endowment. Yet when they 
contemplate the bestowal of the remainder 
of their estates, or of substantial portions 
thereof, upon institutions which are little 
more than names to them, it is natural that 
they should feel the need of a great deal 
more information than is readily available 
to them from casual inquiry. 


Advantages to Estate and Beneficiaries 


HE number of customers confronted 

with this problem has tended to in- 
crease in the past few years because of the 
tax advantages accruing from the bequest 
of remainder interests to tax exempt edu- 
cational and charitable institutions. A tes- 
tator leaving income to a widow, with no 
issue as the natural beneficiaries of his 
bounty, can materially increase the intact 
corpus of a testamentary trust, and there- 
fore the income available to his widow with- 
ut invasion of principal, by the use of a 
haritable residue clause in his will, thus re- 
lucing the taxes assessable against his 
state. The satisfactions experienced by 


this accomplishment are intensified by the 
feeling of many testators that this private 
distribution may do more good to humanity 
than would the government’s use of the tax 
proceeds. 


If the availability of a Foundation File 
were made generally known to attorneys 
and the general public, it is probable that 
its use, by those who wish to give from cur- 
rent income or from principal, either out- 
right or in inter vivos trusts, would in- 
crease. A realization by many testators that 
most charitable institutions are more cap- 
able of spending income wisely than of con-_ 
serving principal for the production of in- 
come would probably result in the establish- 
ment of more charitable trusts with cor- 
porate administrators. 


Preparation of the File 


HE creation of a Foundation File is not 

difficult. A letter broadcast to institu- 
tions desirous of receiving donations will 
bring such literature as they have for dis- 
tribution. This material can be filed alpha- 
betically in one file, or by types of institu- 
tion. It should be indexed to show, on the 
summary card, the character or objectives 
of the organization. This assists in locating 
material to meet specific customer require- 
ments. 


Keeping Up With the Times 


NE contribution to the better distribu- 

tion of charitable funds which a Foun- 
dation File would promote, would be the 
partial removal of the tendency of testa- 
tors and. trustors to take the easy course of 
selecting a well known charity because of 
unfamiliarity with others. This practice 
tends to funnel an undue proportion of 
available funds to the best known institu- 
tions, with consequent neglect of equally 
worthy organizations which are less known. 
The newer or more flexible foundations may 
be in position to serve needs which chang- 
ing times have intensified. Older organiza- 
tions should also be reviewed in the light 
of these current needs. 
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Also, there has developed recently, be- 
cause of disturbed political conditions, a 
new medium for the employment of educa- 
tional funds which is almost unknown to 
testators, trustors and their advisors. Yet, 
if personal liberty is to be retained any- 
where in our social order, this new medium 
of adult education may be the most impor- 
tant agency for that accomplishment. I re- 
fer to the organizations created to combat 
collectivism by the creation and dissemina- 
tion of sound literature on the all but lost 
sciences of economics and of political sci- 
ence. 

These organizations are likely to be over- 
looked by testators and trustors because of 
the very fact that they are something rela- 
tively new in our educational structure, and 
yet if their brochures were laid before our 
customers it is probable that their objec- 
tives would meet with the hearty approval 
of most people of means. If we need a selfish 
motive to prompt us to this action, we might 
reflect upon the need for trust services in a 
totalitarian economy. 

Our customers have a right to examine 
these brochures before they make a deci- 





TO ALL 
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sion on gifts or testamentary dispositions 
to these newer institutions. They have a 
right to determine who is back of the par- 
ticular organization they have in mind, and 
to judge the character and ability of those 
who compose the active staff. They have a 
right to ascertain whether or not the or- 
ganization has avoided falling into a politi- 
cal, partisan atmosphere, for it is not politi- 
cal party programs, but basic truths, that 
should be the object of educational exposi- 
tion. Only the development of knowledge of 
sound science deserves permanent support. 

Since most of these organizations are 
going to the financially able public for sup- 
port, it is appropriate that trustees should 
make available information about them. 

The file’s usefulness will depend less upon 
its completeness than upon the success with 
which its availability is made known to cus- 
tomers, and to attorneys, life underwriters, 
accountants, investment counselors and 
brokers who deal with people of means. It 
is an agency for customer service which 
can be made to facilitate the creation of 
trust business—if its availability is ade- 
quately advertised. 





Liquidating estates? For forty years Kaliski 


& Gabay have been auctioning fine furniture 


EXECUTORS 


and art objects with special advantages to you. 


@ Tax appraisals guaranteed; free if we do the selling. 

@ We buy for cash, or guarantee sale at appraisal price. 
Payments made within ten days of sale. 
Sales held on premises of the owner, if desired. 
No charge other than 20 per cent commission, plus cartage 


charges to our galleries. 


Write today. No obligation. 


KALISKI & GABAY, inc. 


“New York’s Oldest Active Auction Galleries” 


88 University Place, New York,N. Y. °¢ 


GRamercy 3-2377 





203 


USES OF BUSINESS LIQUIDATION INSURANCE 


EDWARD J. MINTZ 


Member of the New York Bar and Million Dollar Round Table; 
Special Agent, New York Life Insurance Company 


TTORNEYS, trust officers and life un- 
derwriters are generally aware of the 
use of buy and sell agreements backed by 
life insurance as a means of liquidating 
stock and partnership interests, but the full 
diversity of this use can only be appreciated 
by an understanding of specific business 
problems. 


Mr. David Hercules, Sr., president of the 
Atlas Corporation, does not want his stock 
at the time of his death to pass to his fel- 
low stockholders. He wants it to go to his 
capable son and son-in-law who are key em- 
ployees of the corporation. His 50 per cent 
stock interest is valued at $250,000. 


His son and son-in-law cannot afford pre- 
miums on $250,000 of life insurance on his 
life, but they can on $75,000. A buy and 
sell agreement backed by life insurance and 
handled through a trustee will effectuate 
the transfer of $75,000 into the estate of 
Hercules Sr. at his death in return for 
$75,000 of stock that will go to Hercules 
Jr. and his brother-in-law. The balance of 
his stock will pass to his children by will. 


Not only does this assurance of future 
stock ownership help tie the two key em- 
ployees to the corporation, but it also guar- 
antees a substantial payment into the es- 
tate of Hercules Sr. at a time when the ex- 
ecutor will badly need cash to pay estate 
taxes and administrative fees. Without this 
$75,000, the executor may have to sell some 
of the stock at a forced sale for only a por- 
tion of its true value. The key positions of 
Hercules Jr. and his brother-in-law might 
also be jeopardized. 


WO brothers, members of a different 

family, own the other 50 per cent of 
Atlas stock. These brothers have younger 
children. In case of the death of either 
brother, he wants his estate to receive at 
once and in cash the full, fair value of his 
stock interest. They do not want to have 
their families dependent on the uncertain- 
ties of a business when they are not around 
to watch it. Each brother takes out $125,- 
000 of insurance on the life of the other, 
and enters into a buy and sell agreement 
by which the survivor gets his brother’s 
stock (thereby retaining the 50 per cent 


family interest), and the estate gets the 
full, fair value of the deceased brother’s in- 
terest. 


We find, therefore, in this same corpora- 
tion two stock purchase plans funded by 
life insurance accomplishing: 


1. Retention of two key non-stockholders 
in the corporation. 


. Provision of cash for the estate of the 
deceased stockholder so that estate 
taxes may be paid without sacrificing 
stock at a forced sale. 


. Retention of stock control in the same 
family units. 


. Provision of cash and income for a 
mother with young children, repre- 
senting the full, fair value of her late 
husband’s stock. 


. Provision of additional cash to the es- 
tate when needed to pay estate taxes 
without increasing the size of the es- 
tate and estate taxes—because the in- 
surance is not owned by the insured, 
and the cash replaces the value of the 
stock sold. 


WO young oil distributors in Louisiana 

have a stock purchase plan backed by 
life insurance for entirely different consid- 
erations. 


“We want to keep the women out of this 
business”, said one. “When a stockholder 
dies, his stock should go to the survivor and 
not to his wife and children. And we want 
to keep the courts out of this business too. 
If it gets into the courts, there’ll be delays 
and red tape and expense. We’re avoiding 
that by agreeing in advance that on the 
death of a stockholder, his family gets out 
of the picture after receiving in cash the 
value of his stock. We’ll need all of our own 
cash for expansion, so the money necessary 
to transfer this stock must come from an 
outside source.” 


The life insurance will provide this mon- 
ey. At the same time the ownership of 
the insurance will give the corporation a 
creditor-proof cash reserve outside of the 
business which can be resorted to, if neces- 
sary, in the event of a future emergency. 





(read part of a letter from one 


of our customers) 


At the present time I have the 
names of at least 15 indi- 
viduals on my “New Business” 
memo pad... 


Who have stated that they read 
our letters and folders and... 


definitely expressed a desire 
, to have their attorneys draw 
their wills and name our bank. 


This is one of a long line of 
satisfied users of Purse 
service who has found that 
properly planned advertising 
promotes new business for 
trust departments. 


| ite fer infomation 


‘THE PURSE COMPANY 


cen wyran e664. FEW Ets 8S 
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Further Reasons 


WO partners in a highly successful ad- 

vertising firm adopted a business in- 
surance plan for none of the reasons men- 
tioned above. 


“We are conducting a service organiza- 
tion,” they told me. “If one of us dies, the 
other must have the power to carry on this 
service for our clients. We cannot afford to 
lose any business by the interruption caused 
by a dissolution of a partnership and the 
dickering then with the heirs as to what 
should be paid for the deceased partner’s 
interest.” 


A buy and sell agreement assures the 
continuity of service this partnership prom- 
ises its clients. One of the partners thought 
it might be possible for the survivor to buy 
the interest of the deceased out of the firm 
profits for a certain number of years fol- 
lowing the death of a partner. It was point- 
ed out to him that if he, as a survivor, 
earned $50,000 in the year following the 
death and paid the widow $25,000 to buy 
out the deceased partner’s interest, he 
could not deduct this $25,000 on his federal 
income tax report; and he would have to 
pay $25,000 in income taxes on the $50,000, 
so that there would be nothing left over 
after a year’s work. This might well con- 
tinue for the term called for in the agree- 
ment. He then agreed that any partnership 
liquidation plan not backed up by life in- 
surance would be worthless. 


These are only some of the reasons why 
realistic businessmen are adopting buy and 
sell agreements funded with life insurance 
as a means of anticipating the problems 
that arise on the death of a stockholder or 
partner. 





ESTATES OF 


WATCHES +« GOLD + SILVER + ANTIQUES 


LIBERAL PRICES PAID 
“RELIABLE FOR 40 YEARS" 
ESTATES APPRAISED 

SAMUEL GLUCK 
302A Clark Bldg. 717 Liberty Ave. 
PITTSBURGH 22, PA. 





Public Opinion Keynote of F. A. A. Meeting 


R. CLAUDE ROBINSON, of Opinion 

Research Corp., Princeton, N. J., and 
James M. Wallace, vice-president of the 
N. W. Ayer & Sons, Ine., advertising 
agency, will present results of a survey of 
American post-war public opinion regard- 
ing banks and banking, and an interpreta- 
tion of these facts at the opening key-note 
session of the Financial Advertisers Asso- 
ciation 32nd annual convention to be held 
October 5-9 at the Hotel Waldorf-Astoria, 
New York City. 


The survey on 
which Dr. Rob- 
inson and Mr. 
Wallace will 
speak is based 
on national opin- | 
ion research just 
completed for @ 
the Association — 
of Reserve City 
Bankers. Dr. 
Robinson will 
present the 
facts, and Mr. 
Wallace will dis- 
cuss what 
should be done 
about them in national and local public re- 
lations. 


SWAYNE P. GOODENOUGH 


In the eight business sessions and 26 de- 
partmental and clinic sessions which will 
convene Monday through Thursday, dis- 
cussions will be related to the problems 
presented by Messrs. Robinson and Wal- 
lace as they apply to the practical work 
of bank public relations for individual 
banks, trust companies and financial houses. 


Trust Sessions 


The Trust Departmental session on Octo- 
ber 6 will be opened by a welcome from 
George C. Barclay, vice president of City 
3ank Farmers Trust Co. This will be fol- 
lowed by an address on “Securing New 
Trust Business Through Cooperation with 
Life Underwriters and Attorneys,” by Basil 
S. Collins, vice president of Old Colony 
Trust Company, Boston. The concluding talk 
will be by Harry Redeker, Secretary of Fi- 
delity Mutual Life Insurance Co., Phila- 
delphia, on the subject “Estate Planning in 
Action.” 


The October 7 session will be a joint 
neeting of commercial and trustmen, with 


two speakers discussing how the respective 
departments can help the other in securing 
new business. An interview skit will then be 
presented by C. B. Leonhard, vice president, 
Detroit Trust Company, and Floyd Dwight, 
assistant vice president, First National 
Bank of Minneapolis. 


The final session on October 9 will be fea- 
tured by Nancye B. Staub’s address on “The 
Woman’s Viewpoint in Selling Trust New 
Business.” Mrs. Staub is assistant trust offi- 
cer of Morristown (N. J.) Trust Company. 
Joseph Head, Cincinnati lawyer, will de- 
scribe “The Attorney’s Viewpoint on Estate 
Planning.” 


General Session Speakers 


James W. Allison, immediate past pres- 
ident of the trust division of the American 
Bankers Association, and vice president, in 
charge of trusts of the Equitable Trust 
Co., Wilmington, Del., will speak at the 
general session, on “The Trust Depart- 
ment’s Contribution to Bank and Commun- 
ity.” 

Ody H. Lamborn, president, Lamborn & 
Co., who is also president of the N. Y. 
Coffee and Sugar Exchange, and a director 
of the Continental Bank & Trust Co., New 
York City, has for his topic, “A Bank 
Director Looks at Banks.” 


Four top-flight advertising executives 
will discuss advertising preparation from 
initial steps to finished product in the 
9:30-10:30 a.m. daily “F.A.A. School” ses- 
sions. 


The Association, whose president is 
Swayne P. Goodenough, president of the 
Lincoln Rochester (N. Y.) Trust Company, 
will take action on the proposal to change 
its name to the Financial Public Relations 
Association. 


Robert Lindquist, vice president of the 
La Salle National Bank of Chicago, is chair- 
man of the General Arrangements Commit- 
tee for the convention. 


General program chairman is John J. 
Chapman, trust officer, City National Bank 
and Trust Company, Chicago. Clinic ses- 
sion chairman is John N. Garver, vice pres- 
ident, Manufacturers & Traders Trust Com- 
pany, Buffalo. The trust development ses- 
sion chairman is Maynard D. Conklin, trust 
officer, Fifth Third Union Trust Company, 
Cincinnati. 
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TIMULATED by examples of other 
banks which have raced ahead in de- 
posits and resources, and by rising costs and 
declining government loan accounts, many 
alert bank managements are developing 
business-building programs. This is a 
healthy sign, both in commercial and trust 
activities, as volume can do much to cut 
down unit costs as well as bring or retain 
the prestige of size and rank, and extend 
service in the community. 


But instances have been increasing where 
the slogan “Everyone a Salesman for the 
Bank” threatens to be rather overdone. 
Sometimes the commercial officers are urg- 
ing the entire staff to “get on the ball’ and 
contact their friends to sell some particular 
service to everyone who might be a candi- 
date. And some trust executives have tried 
to make every commercial officer a salesman 
for the trust department. 


Unfortunately, all bank employees and 
officers were not born gregarious, or with 
extrovert capabilities. The idea of “selling” 
gives some people nervous indigestion. One 
reason many of these men and women 
sought bank employment was to avoid such 
contacts. 


DOLLARS AND SENSE 


id 
1 APPRECIATE THE 
CONFIDENCE YOU 
SHOW IN ME, OLO 
MAN, BUT, FRANKLY, 
/ THINK I(T WISER 
/F YOU NAME 
THE BANK AS: 
EXECUTOR.” 


r. 
Rov (@) 


Judkins is right, old man, A corporate executor (that’s 
us) has continuing existence, something Judkins seems 
to be doubtful about in his own case. As executor we'll 
always be there to carry out the terms of your will. 


One of the Robert Hoyt cartoons cited in text 





EVERYONE A SALESMAN ? 
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Trust New Business Column 


The kind of dignity that is more vege- 
table than animal has been adequately and 
properly taken for a ride, but there is also 
the kind of dignity that comes-.from doing a 
certain job well and working with prob- 
lems rather than with people. Business de- 
velopment programs which fail to make 
these distinctions may well ruin a lot of 
mighty good bookkeepers and analysts and 
technicians and create in their place only 
poor and unhappy salesmen. And such rep- 
resentatives may do more harm than good 
to the bank. 

There is hardly a trust department that 
would not profit measurably from the active 
assistance and leads of its directors and 
commercial officers. But to run a contest 
where all are expected to “put their shoul- 
der to the wheel” or bird-dog their friends 
is not realistic. Especially is this true where 
so much mystery and technicality exists as 
has long surrounded fiduciary services. 

Training and orientation techniques have 
been so well worked out now that it should 
be quite simple to find those who are gifted 
and agreeable to personal or group contact 
work. There is much need for it, in well- 
adapted and well-informed hands. Personnel 
managers are in a position to do a valuable 
job in aptitude testing and training. 


NEW BUSINESS NOTES: 


HE Purse Company has revived the 

“Purse File,” a periodic mailing piece 
to banks, which was suspended during the 
war. It gives capsule suggestions on trust 
new business development . . . Union 
Bank & Trust Co. of Los Angeles is cur- 
rently running an effective series of ads 
in the local Bar Bulletin under the heading 
“Does Your Client Know?” Each ad points 
to a legal decision affecting the disposition 
of property, the latest being the Greenough 
case (see July Trusts and Estates 94)... 


The Robert Hoyt cartoon advertisements 
for banks will be distributed by Kennedy 
Sinclaire, Inc., of New York. The cartoons 
of this noted humorist and illustrator are 
well known to readers of Trusts and Es- 
tates, The Saturday Evening Post, Amer- 
ican Magazine, Red Book, The Magazine of 
Wall Street, and many other leading publi- 
cations. The current series is designed to 
sell all the services offered by banks—in- 













cluding trust facilities—with a smile. Test 
runs in large and small cities indicate that 
people look for these cartoons in the same 
manner they look for regularly featured 
cartoons that are not tied to advertising. 
Through weekly insertions, the sponsoring 
banks have achieved a sustained drive for 
advertising and public relations programs. 


The new community property statutes 
in Michigan, Nebraska, Oregon and Penn- 
sylvania have furnished the basis for trust 
department mailing pieces to attorneys 
particularly. Explanatory booklets have 
come to this desk from Detroit Trust Com- 
pany, National Bank of Detroit, First 
Trust Company of Lincoln, United States 
National Bank of Portland and Fidelity- 
Philadelphia Trust Company. 


According to a modest survey conducted 
by John M. Zuber for the F.A.A. Bulletin, 
most trustmen engaged in estate planning 
work do not recommend the use of the 
non-taxable limited power of appoint- 
ment. Either the matter.is not raised or 
the use is discouraged because of the un- 
certainties surrounding the powers pro- 
visions in the Federal law... 


Bankers Trust Company of New York 
is featuring its investment advisory ser- 
vice in popular publications such as The 
New Yorker ... Union Trust Company of 
Indianapolis has published in brochure 
form reprints of its ads in local news- 
papers. One is headlined “Please Don’t 
Love Me Quite So Much,” in which a niece 
expresses pleasure over not being named 
as executrix of her uncle’s will... 


The June issue of F.A.A. Bulletin carried 
an article on “Radio as a Medium for New 
Trust Business,” by O. E. Manning, Grey & 
Bruce Trust & Savings Co., Owen Sound, 
Ontario, Canada. 
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EMPLOYEE PENSION PLANS 


Editorial summary of Conference sponsored by Chamber of Commerce of the 
United States and New Orleans Association of Commerce, July 9 and 10 


FUNDAMENTALS IN ESTABLISHING PLANS 


CARLYSLE A. BETHEL 
Vice President and Trust Officer, Wachovia Bank and Trust Co., Winston-Salem, N. C. 


SOUND retirement plan gives every 

man and woman in the organization a 
proprietary interest in it, with mutual ob- 
jectives that master and servant do not 
have. A worker with his future provided for 
soon recognizes how important capitalism 
is to him because of such proprietary in- 
terest. 

A study would undoubtedly indicate that 
while a company may be paying out much 
less now under an informal plan of direct 
charge against current profits than it would 
be setting aside in a formal plan, in the 
course of years it will reach the point where 
such direct charges will be substantially 
greater than the level annual amount set 
aside in a formal plan. A formal plan also 
allows some choice of years in which the 
most substantial part of the cost of funding 
a formal plan may be paid. Little choice is 
given under the informal direct charge 
method. 


If another depression hits our nation 
within the next five, ten or fifteen years, it 
may not be as easy to let older, inefficient 
employees go as it was in the last depres- 
sion. By that time, union contracts or ad- 
vanced public opinion, or both, may make it 
impossible or difficult to take the action in 
this respect that companies found essential 
to keep going in the several years after 
1929. If you had established a formal re- 
tirement plan, you would have cleared, or 
would be in a position to clear, your payroll 
of the older employees in an orderly manner. 

There is some merit to a formal plan cov- 
ering only the over $3,000 class but several 
things about it are productive of difficulties. 


First, because of the required integration 
with Social Security, the pension benefit 
under such a formal plan may fall far short 
of enabling the white-collar or salaried 
group to maintain after retirement some 
semblance of their former standard of liv- 
ing. 

Second, those just over the $3,000 line 
may be more scornful than grateful for the 


mere pittance which their little excess will 
entitle them to receive. 


Next, if you express the retirement bne- 
fits in your formal plan as such and such a 
percentage of your employees’ earning rate, 
less Social Security benefits, your actuary 
or insurance agent will be estimating your 
cost only in respect of the net after allow- 
ing for the funding furnished by the gov- 
ernment. In a formal plan covering all em- 
ployees a very substantial part of the cost 
of the total retirement benefits for the $3,- 
000-and-under group is borne through So- 
cial Security taxes and the net cost to the 
company for the lower-paid group is small 
per capita covered and very small in com- 
parison to the per capita cost of benefits for 
the $3,000-and-over group. 

Retirement benefits should bear a direct 
relation to compensation scales. A simple 
plan would furnish a retirement annuity 
equal to 1% of each participant’s compensa- 
tion multiplied by the number of years of 
his service. 


On this score one of the problems is whe- 
ther to use average pay throughout an em- 
ployee’s working years as the base, or whe- 
ther to use his pay for, say, the last five or 
ten years he worked. The latter is, of course, 
more realistic to the employee, but if it is 
used, the company may be trying to fund an 
unknown quantity. It could end up with a 
partially insolvent reserve, if further wage 
inflation occurs, or if earnings during the 
later years prove to be too disproportionate 
to average earnings. A reasonable compro- 
mise credit would be to use average earn- 
ings for future service benefits, and to use 
for past service benefits the earning rate of 
the year the written plan is established (or 
the average of the years immediately pre- 
ceding, not exceeding five) multiplied by the 
number of years of past service each em- 
ployee then has to his credit. 


Another collateral point is whether some- 
thing should be added to the 1% in the 
case of that part of annual compensation ex- 
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ceeding $3,000, in order to assure a con- 
tinued direct relationship of total retire- 
ment pay to normal earnings. 


It has been estimated that the 1% retire- 
ment formula can be funded in the case of 
the average organization for in the neigh- 
borhood of from 7% to 9% of the payroll 
of the participating employees for the first 
ten or eleven years. This will take care of 
all past service liability and after this pe- 
riod the cost will drop to about one-half of 
that percentage. 


On the question of whether employees 
should contribute something toward the 
cost of the plans again I recommend a com- 
promise: have the employees contribute, but 
make the contribution small. Also a good 
rate of compound interest, such as 242%, 
should be allowed on their contributions. 

The Social Security Act almost forces the 
retirement age to be 65 for both men and 
women. The additional cost of lowering this 
to, say, age 60 would be considerable. 

The plan should include disability bene- 
fits. However, the difficulty of estimating 
such benefits on a sound actuarial basis and 
the possible abuse of it by some faking, in- 
clines me to believe that the formal plan 
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could omit any express provision for disa- 
bility if it were clearly understood by the 
employees that in proper cases the company 
would undertake direct to pay disability 
benefits according to the merits of the case. 


A company’s personnel policy should in- 
clude some form of death benefit for the de- 
pendents of those dying in its service, but 
a pension plan should not include benefits 
payable upon termination of employment 
prior to retirement, other than the return 
to the employee of his contributions and in- 
terest thereon. I question whether an em- 
ployer owes a duty to provide a reward to 
an employee for leaving the employer prior 
to retirement age. 


The plan should include what is known as 
a joint and survivor annuity election. That 
would enable each employee to decide for 
himself whether he wants the full benefit 
provided for him, or whether he wants to 
take a little less during his lifetime with 
the understanding that upon his death, the 
lesser amount will continue to be paid’ to 
his spouse or some other dependent during 
the remainder of their life. The’ lesser 
amount can be worked out actuarily so that 
on the average the election will cost the 
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employer little, if any, more and it may 
mean a lot to the employee’s family. 


As in many cases where a choice is to be 
made, a compromise is available on the se- 
lection of a pension or profit-sharing retire- 
ment plan. The compromise would consist 
of a pension plan with a small benefit as- 
suring minimum sustenance, coupled with 
a profit-sharing retirement plan affording 
any additional benefits the ultimate profits 
of the company will provide. 


Experienced personnel in fully- 
equipped trust departments of Bank of 
America offer you California’s most 
complete trust service. Branches are 
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out the state. 
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FINANCING PLAN THROUGH 
TRUST FUND 


R. L. McCONNELL 


Trust Officer, Trust Company of Georgia, Atlanta 


NLY when the purpose of the restric- 

tions on eligibility requirements im- 
posed by the Internal Revenue Code are 
understood in relationship to the require- 
ments of the particular company can the 
best formula be arranged for that com- 
pany. As there is necessarily attached a 
little expense to the surrender of an insur- 
ance contract, it is natural for plans with 
the contracts to often have different eligi- 
bility requirements from plans where such 
expense is not instant to the withdrawal of 
a member. Certain industries may have a 
very high turnover in employees with but a 
year or two of service, or in employees un- 
der a certain age, or who work in certain 
departments, or who receive wages instead 
of salaries. The eligibility requirements 
may be set so as not to include these em- 
ployees. On the other hand, the require- 
ments may be made to include them if con- 
ditions indicate that such inducement would 
likely reduce the turnover sufficiently to 
make it economical. 


Retirement benefits, including Social Se- 
curity, of from 40% to 50% of average an- 
nual compensation is generally sufficient. 


Generally an effort is made to reward 
both the value of services and the length 
thereof by basing the amount of the pen- 
sion jointly on the salary and on the length 
of service. Many companies use from %4 of 
1% to 14%%% for past services and 2% to 
214% for future services. 


Convert your diamonds 
into cash at Gimbels 


Sell them to us for spot cash or leave them with us to sell for a small brokerage 
fee at the high prevailing prices. We specialize in estates - - - No estate is too 
large or too small. If you can’t come in, ship your jewelry Railway Express or 
registered mail insured for appraisal — 5th Floor. 


*Reg. U. 8. Pat. Of. 


Jvomel Gallerivs* at Gimbels 


Gimbels, 38rd & B’way, New York 1, N. Y., PEnn 6-0808 





A copyrighted method of proportioning 
the years of service and amount of salary 
merges the two factors into one by using a 
base percentage of salary (30%, or any 
other desired percentage) and adding to it 
a fractional percentage (say 1-14%2%) for 
each year of service up to a maximum of 
perhaps 40 years, and requiring a minimum 
period of service of 15 or 20 years. 


It is customary to fix minimum and max- 
imum pensions regardless of other features 
of the formulas. Other types of benefits in- 
cluded in trusteed plans, are payable on 
severance of employment, disability and 
death. These benefits may well be limited to 
an amount not greater than the then value 
of the contributions for the particular em- 
ployee, or limited by some other method. It 
is not a primary purpose of the plan to pro- 
vide death benefits as that is usually cared 
for by group insurance. 


Whether a plan is financed through an 
insurance company or through a trust fund, 
the method of estimating in advance the fi- 
nancial requirements is conducted on much 
the same basis. In either case, the reserves 
are actuarially reappraised periodically— 
usually annually—and are adjusted accord- 
ing to actual experiences. The actuary for 
the insurance company bases his calcula- 
tions on tables of experience and on the 
actual experience of the insurance company. 
The independent actuary’s appraisals for 
the trust are based on the same principals 
but he does not always employ the same 
mortality, interest and loading factors as 
are used for insurance companies in com- 
puting its premium rates. Many experienced 
actuaries feel that the trust plan may safe- 
ly be governed by calculations that more 
nearly reflect normal mortality experience 
and the actual results of operation of the 
plan. Since appraisals are made from year 
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to year, there is ample opportunity to make 
adjustments before they could grow to a 
detrimental size. 


The chief advantage of employees con- 
tributing to the cost of the plan is said to 
be that it keeps them more interested, bet-- 
ter informed and more appreciative of what 
the plan means to them. The chief disadvan- 
tage perhaps is the tax effect. Contributions 
by employees are taxable to them as salary. 
The cost whether paid direct by the com- 
pany or through the employees in the form 
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of salary, is the same to the company in the 
long run. Eventually the amount of salary 
paid may be affected by the extent to which 
the employees contribute. Therefore in the 
average case, is it not desirable for the Com- 
pany to pay or finance the entire cost? How- 
ever, this is a small point in the over-all fi- 
nancing of the plan, and with the present 
high rate of compensation, lower corporate 
taxes, and the probability of more normal 
corporate earnings, there is perhaps more 
reason now, than before, to contend that 
companies might well have the employees 
pay a part of the cost. 


While few companies are in a position 
to, and are willing to part with the required 
outlay of cash, prepayment of the full pen- 
sion cost is possible under a trust plan. Var- 
ious methods of installment payments have 
been used, with payments to cover past 
services generally limited to 10% per year 
for tax reasons. The actuary will prepare 
such a minimum installment schedule on a 
basis best meeting the needs and wishes of 
the company, as to time and amounts of 
payments or contributions. Under the single 
premium annuity principal employed in 
group annuity contracts, the smallest pay- 
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ment is made first, and thereafter each in- 
stallment is increased until retirement of 
the employee. In contrast to this is the level 
cost basis on which a majority of the trust 
plans operate. 

With the trust type of plan it is not a 
question of selecting one of several stand- 
ard contracts that are available. It is rather 
a question of completely designing all fea- 
tures of a plan especially to best serve the 
purpose and requirements of the particular 
company. In the process many changes may 
be made for a number of reasons. 


Perhaps the principal limitation of the 
trust plan lies in the recognized fact that 
it should have a sufficient number of par- 
ticipants to make the plan actuarially and 
economically workable. Generally insurance 
companies will not issue a group annuity 
for a group of less than fifty. On the other 
side of the ledger the flexibility of trust 
plans stands out. 

When the Pension Committee is properly 
organized only occasional meetings are re- 
quired or are advisable. Eligibility, retire- 
ment and similar matters may be antici- 
pated and acted on annually. The record 
keeping and routine functions may be as- 












of Los Angeles 


signed to someone in the accounting depart- 
ment of the company. It has been estab- 
lished that one person giving only part time 
to it can satisfactorily take care of the rou- 
tine operations for several thousand partici- 
pants. There is absolutely no reason to fear 
an expensive and troublesome administra- 
tive procedure for the trust plan, if wise 
accounting practices are followed. 


The other cost in the administration of 
the trust plan is the compensation of the 
actuary and of the trustee. It is impractical, 
to ascertain a typical rate of charge by 
actuaries for he cannot be expected to name 
his fee until he knows approximately the 
service that will be required. 


A fair example of trustee’s compensation 
is % of 1% on first $500,000 of principal, 
1%, of 1% on the next $1,000,000, 4% of 1% 
on the next $3,000,000 and 1/10 of 1% on 
all additional principal. 

Handling the investment of the amount 
called for by the actuarial appraisal is the 
chief function of the trustee. The invest- 
ments of life insurance companies are lim- 
ited by state laws. The trustee is governed 
entirely by the trust instrument which may 
contain whatever provisions the company 
desires as to investments. The more widely 
used provision permits the trustee to pur- 
chase, retain or sell any type of property at 
any time, which in its judgment is for the 
best interest of the trust. Sometimes this 
is coupled with a provision that the consent 
of the pension committee or of the company 
must first be obtained but this is undesir- 
able except in unusual cases. Certainly in 
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most instances where trust institutions are 
used as trustees for retirement plans, it is 
primarily for the purpose of securing the 
benefit of their investment facilities and ex- 
perience, and regardless of any authority 
over investments that may be reserved by 
the company, it is our observation that re- 
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liance is placed largely upon the trustee in 
matters of investment. 


As an illustration of the occasional use 
we make of broad authority, I will cite an 
example. In small pension trusts in order 
to help the diversification and incidentally 
also to improve the yield, we have been will- 
ing to invest a small percentage of the total 
up to $50,000 in our Common Trust Fund 
which has around $3,000,000, of which 
roughly 40% is in Government and high 
grade corporate bonds, and approximately 
30% each is in selected preferred and com- 
mon stocks. 


While trustees should have and use when 
the occasion arises, broad investment au- 
thority, every trustee should keep in mind 
the fact that the retirement plan is based 
on a definite yield and has pensions of 
known amounts becoming payable on a 
fixed schedule. A large proportion of the 
total funds should of course be invested in 
high grade bonds maturing in line with the 
pension obligations. 
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FINANCING PLANS BY 
INSURED METHODS 


HENRY A. KIRSCH, C.L.U. 


Aetna Life Insurance Co., Shreveport, La. 


E of the life insurance business have 

come to accept four plans of “Insured 
Pensions.” They are (1) Group Pensions, 
(2) Pension Trusts, (3) Group Permanent, 
and (4) Combination plans. 


The Group Pension funding method gen- 
erally consists of two types of financing. 
The first provides income at retirement for 
those employees who by reason of past ser- 
vice are entitled to special consideration 
upon retirement. Assuming that all em- 
ployees who have been with the firm over 
two years are allowed a credit for each year 
of service beyond two years, the insuring 
company will compute the cost of each em- 
ployee to provide him with a monthly life 
income at retirement, equal to a fixed per- 
centage of annual credit, less the two year 
probation before the plan is installed. 


The cost to the employer for past service 
allowances is the total required to fund 
each eligible employee’s particular benefit, 
written on the single premium deferred an- 
nuity form. The Internal Revenue Commis- 
sioner insists that the past service cost be 
amortized over a ten year period from the 
inception of the pension plan. The insuring 
company generally charges a small rate of 
interest for the unpaid balance of the past 
service premium. In most cases employee 
termination and deaths will substantially 
reduce the past service cost. The Internal 
Revenue Code will allow credits from these 
two sources to be applied against the total 
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single premium cost. In almost all instances 
these credits or refunds materially lower 
the cost and thus shorten the time for fully 
paying all past service credits. 


Future service funding is the second type 
of financing necessary to the Group Plan 
and differs materially from that of past ser- 
vice, due to the fact that each year a sep- 
arate computation must be made for each 
employee. Actually, what is done is to deter- 
mine the amount of money that is required 
to buy a single premium deferred annuity, 
based on the preceding year’s earnings and 
at the employee’s attained age. This meth- 
od means that the cost per employee will in- 
crease slightly each year, however, as the 
older employees retire and others terminate 
employment and death removes still others, 
plus the influx of younger men, the average 
cost to the employer increases very little. 
Group funding requires a minimum of 50 
participating employees. 

Pension Trust funding is based on in- 
dividual retirement income policies as a 
combination of retirement features, with 
life insurance included to provide benefits 
to the employee’s dependents should his 
death occur. For those employees who are 
uninsurable the regular annual premium 
retirement annuity is used. This form pro- 
vides the same retirement benefits but does 
not contain life insurance protection. The 
cost is based on the actual premium charge 
for each participant in the pension. The 
amount of income to the employee at retire- 
ment is arrived at by whatever formula the 
employer elects and is usually combined 
with Federal Old Age Security Benefits. A 
word of caution regarding the formula used 
is that it must not discriminate percentage- 
wise in favor of those employees whose 
earnings exceed $3,000 annually. Past ser- 
vice credit may be taken into consideration 
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in this type plan by giving additional per- 
centage credits for prior years of service. 

It is generally desirable that the em- 
ployee’s contribution, if any, be based on a 
fixed percentage of salary rather than a 
percentage of the cost of his individual 
policy. In most pension trust cases the em- 
ployee’s contribution seldom exceeds 3% of 
total earnings, except in the case of the 
higher priced employees. The maximum cost 
under most pension trust fundings is usual- 
ly about the tenth year, due to the fact that 
thereafter the older and higher priced em- 
ployees are then retiring with a resulting 
premium decrease and, even though they 
are replaced by other employees at the same 
salary, the successors are much younger 
and therefore the premium cost is lower. 
On any increase of an employee’s pension 
the premium will be computed on that em- 
ployee’s attained age and at the prevailing 
rate then charged by the insurance com- 
pany. Normal employee turnover and 
deaths will obviously reduce the annual pre- 
mium payment made by the firm. This meth- 
od is particularly adaptable to small organ- 
izations but may also be used in any size 
business. 
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The Group Permanent form of employee 
retirement plan is almost identical to the 
Pension Trust form which utilizes the indi- 
vidual policy. The main difference is in the 
underwriting of the life insurance feature 
of the individual policy, and the only time 
evidence of insurability is required is when 
the amount of pension is considerably in ex- 
cess of the average employee’s benefit. For 
those employees who fall in the higher cate- 
gories, the insurance feature is issued in ac- 
cordance with a formula, without examina- 
tion, and the excess is then required to give 
satisfactory evidence of insurability. As in 
the case of group life insurance, a minimum 
of 50 lives is required for the acceptance 


by the insuring company. The premium out- - 


lay each year is the total of the level pre- 
miums payable *for each employee, less 
values coming back to the employer on ac- 
count of employees terminating employ- 
ment, and less any dividends paid by the in- 
surance company. Most companies writing 
group permanent plan contracts require 
that the initial group insured contemplate 
at least 50 employees whose retirement 
benefits average at least $50 monthly at re- 
tirement age. 


TRUSTS at@ ESTATES—September 1947 


The Combination Plan joins Ordinary 
Life and a self-administered plan. This may 
result in a lower cost to the employer than 
would be possible under a completely in- 
sured plan. A_ self-administered pension 
trust is created under which the trustee is 
authorized to purchase ordinary life insur- 
ance policies on the lives of all insurable 
employees. Annuities are purchased for 
those who are not insurable. The life insur- 
ance policies are made payable to the in- 
sured’s named beneficiary. The policies con- 
tain a change-of-plan clause under which 
the owner (the trustee) can convert them 
into annuity contracts at rates guaranteed 
when the insurance policy was first pur- 
chased. The conversion is made if the em- 
ployee lives to retirement age. At that time 
the trustee pays out of the fund the sum 
necessary to make the conversion to an an- 
nuity policy yielding the amount of benefits 
called for by the plan. Since the employer’s 
contributions each year to the self-admin- 
istered fund were actuarially determined 
at the amount necessary to make the con- 
version of the ordinary life policy at re- 
tirement, the funds are available for this 
purpose. A speciai account is set up as a 
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part of the trust for this purpose. This 
plan can be used in any size organization, 
however it is generally more adaptable 
where the minimum eligible employees num- 
ber 50 or more. 


Generally the Group Annuity Plan will 
provide the greatest amount of retirement 
per premium dollar, largely because almost 
the entire investment is directed for the 
actual income to be available at retirement. 
On the other hand the Combination Plan of- 
fers a reasonable retirement feature with 
a worthwhile amount of protection to the 
employees dependents if death occurs prior 
to retirement. The individual retirement 
income policies and the group permanent 
plans provide death benefits prior to retire- 
ment and also an increasing maturity value. 
Each of the factors must be weighed for 
their respective benefits. No matter what 
type of vehicle is employed, unless the bene- 
fits are made available to all of the personnel 
equitably the plan will not perform its real 
objec.ive and in turn will lose its effective- 
ness. 


BUILDING A RETIREMENT 
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i oni sere areang governing choice of 
benefit provisions consist of: (a) par- 
ticular requirements of employer’s busi- 
ness; and (b) cost factors. Too frequently 
a decision as to the funding method to be 
employed is also a factor in determining the 
benefit provisions, but this is bad practice 
as the decision respecting a funding meth- 
od should be deferred until all other deci- 
sions have been made. (This discussion is 
with respect to funded plans and assumes 
that there is no limitation upon the manner 
in which a plan is to be funded.) 


Some plans require that in addition to 
completing a minimum period of service, an 
employee shall also have attained a speci- 
fied minimum age before becoming eligible 
to participate in the plan. Minimum age re- 
quirements are not present in the majority 
of newer plans, as employees have repeated- 
ly taken the attitude that such a limitation 
penalizes the employees whose employment 
began in the younger ages. 


In addition to service and age require- 
ments, some plans are limited to employees 
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whose earnings are*in’ excess of some speci- 
fied minimum. Further limitations restrict- 
ing eligibility to specified classes of em- 
ployees, for example, salaried employees, 
are sometimes employed. 

An employer, in designing a plan, should 
so design the eligibility requirements as to 
make participation in the plan possible for 
those employees who will ultimately consti- 
tute his pension problem, and beyond this 
should attempt to make immediate partici- 
pation in the plan available to as large a 
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group of employees as is possible. The 
larger the group of participating employees 
the better will be the industrial relations 
aspect of the plan. 

The vast majority of plans in this country 
provide for normal retirement at age 65. In 
a few industries it is claimed to be pos- 
sible to employ effectively persons at higher 
ages and this will account for the occasional 
plan having a normal retirement as of a 
higher age, such as 70. Exceptions are also 
found in the case of the many plans which 
provide retirement for women at age 60, 
which increases the cost of the plan but 
not seriously in the average company where 
the number of women in employment at re- 
tirement ages is relatively very small. 

As a means of passing through the transi- 
tion from operation without a plan to com- 
pany operation with a plan, and sometimes 
in a desire to keep down the cost, some com- 
panies have employed the practice of using 
a graduated retirement age in the early 
years of the plan’s operation. 

Plans frequently contain an option which 
enables an employee to receive a higher 
benefit until the Social Security benefits are 
available. Thereafter, the plan pays a lesser 
benefit so that in the aggregate the private 
plan and the Social Security Act will be 
providing the employee with a level amount 
of income throughout retirement. 


Practically all plans in force today permit 
the employee to retire within the ten year 
period prior to normal retirement age, the 
income then to be paid being a lesser 
amount per month. 

We consistently recommend against the 
use of a compulsory retirement age. The 
number of employees, however, who shall 
be permitted to work beyond normal retire- 
ment age should carefully be kept to a min- 
imum. This: is best accomplished by per- 
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mitting an employee to work beyond normal 
retirement age only at the invitation of the 
management, and such extensions of em- 
ployment to be limited to a period of six 
months or a year, subject to reconsidera- 
tion by management. 


The Bureau of Internal Revenue will 
scrutinize with particular care the costs 
incidental to a normal retirement age for 
men of less than 65. 


While most plans currently being estab- 
lished continue to use a year to year basis 
of determining the amount of benefit ulti- 
mately to be paid to the employee, the expe- 
rience of the past ten years has demonstrat- 
ed that such plans are likely to produce in- 
adequate benefits when there is a general 
upswing in earning rates, particularly if 
such an upswing occurs in the latter years 
of an individual’s employment. 


The adequacy of a retirement benefit 
must be measured against an employee’s fi- 
nal rate of earnings. Experience has indi- 
cated that to be fully adequate, retirement 
income should amount to about one-half of 
final pay. The benefit may be somewhat less 
as respects persons in the higher earnings 
groups. Realization of these facts has caused 
many recent plans to be so designed as to 
establish some or all of the benefit as a 
uniform percentage of final pay, or rather 
some approximation of final pay. In general 
the approximations of final pay consist of 
the average earnings of the last 5 or 10 
years preceding retirement. 

An increasing number of plans provide 
benefits under procedures embodying both 
this concept and the past service principle. 
Typical of such plans would be a formula 
providing a past service benefit of 34% for 
all earnings for each year of prior service, 
plus 1% of all earnings for each year of 
service subsequent to the adoption of the 
plan, plus 20% of such annual earnings as 
are in excess of $3,000. 

Existing plans are being modified to pro- 
vide for a redetermination of benefits at 
retirement for the purpose of relating total 
benefits to final pay. 
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Plans providing a flat percentage of bene- 
fit in respect of final earnings require that 
to be eligible for the full benefit at retire- 
ment an employee must complete a stipulat- 
ed minimum period of service, such as 15 
or 20 years. Employees having less than the 
minimum period of service at retirement 
are entitled to only a proportionate benefit. 

Of infrequent use in plans being estab- 
lished today are various other methods of 
determining benefits and, among others, 
these would include, (a) money purchase, 
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where the benefit amounts to whatever in- 
come can be provided by the predetermined 
contributions of the employer and the em- 
ployee, and (b) such plans as provide a 
fixed number of dollars of income for each 
year of credited service without regard to 
the earnings of the affected employee. 


If bonuses or overtime or other forms of 
extra compensation constitute a regular 
and important part in an employee’s com- 
pensation, then the base for determination 
of benefits should include such items. 


Provisions establishing a maximum bene- 
fit payable to any participating employee 
are found in many plans. If the plan is to 
contain such a provision, the figure should 
be set at the largest possible amount. Fail- 
ure to do this may cause the ultimate bene- 
fit to be inadequate for employees in the 
policy-making level. 


The universal provision in plans toward 
which the employees make payroll contribu- 
tions toward the cost of the plan is to the 
effect that in the event of death or with- 
drawal the employee or his heirs shall be 
paid as a minimum the aggregate amount 
of his contributions. In the majority of in- 
stances, this figure is further increased by 
the addition of compound interest. 


A desirable extension of this procedure 
as it may be applicable to terminations of 
employment is to vest in the employee such 
benefits, arising from the employer’s con- 
tributions, as have been accrued during the 
employee’s period of participation. General- 
ly, this provision is operative only in the 
event that the employee has completed a 
specified minimum period of years, some- 
times coupled with the requirement that he 
also should have attained a specified age. 
If the plan requires employee contributions, 
it is usual to make the operation of such 
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a provision contingent upon the employee 
not withdrawing his contributions. 


It is particularly desirable to vest benefits 


in employees. It enables the employee, par- 
ticularly as he approaches retirement age, = 
to place a complete reliance in the pension 


plan. The success of a retirement plan is 
always dependent upon its providing ade- 


quate benefits, and equal importance must ESTATE VALUATION 
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ployee to exercise an option under which he 
can take an annuity of somewhat lesser 
amount of monthly payment, and have that 
annuity containued until both he and his 
wife have died. If an employee who has 
made such an election dies shortly after re- 
tirement, his surviving widow is possessed 
of an income payable for all of her remain- 
ing life. On the other hand, if an employee, 
having made such an election, dies before 
retirement age, there is no benefit whatso- 
ever payable to the widow, unless the plan 
contains a provision for the payment of 
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death benefits. Both employers and em- 
ployees have disliked this difference in 
treatment, and for this reason some of the 
later plans have included substantial death 
benefit provisions, while some of the older 
plans are being revised to correct this sit- 
uation. 


We have consistently recommended 
against incorporating provisions for the 
payment of disability benefits in view of the 
impossibility of satisfactorily defining total 
and permanent disability. We suggest that 
the plan be silent on the subject of disabil- 
ity and that as a separate venture the em- 
ployer make payment of such amounts and 
for such durations for such employees as 
the employer considers as being properly 
eligible for disability benefits. 


There are very real limitations upon the 
amount which employees can contribute to- 
ward a plan and, in general, the contribu- 
tions by the employees do not reduce the 
employer’s cost for future service by more 
than a third. Benefits for past service are 
always provided by the employer. In some 
of the smaller plans, employee contributions 
have been determined as a percentage of 
the cost of the employee’s participation. In 
general, employees’ contributions are a per- 
centage of pay, and the majority of plans 
call for contributions of less than 3% of 
the first $3,000 of earnings and less than 
6% of annual earnings in excess of $3,000. 
Many of the plans established in recent 
years, however, do not require any contri- 
butions from employees. 


Income Use of Life Benefits 
Sets New High 


ORTY-FOUR per cent of life insurance 

benefits available in 1946 under ordinary 
and group endowment and death settlements 
were used to set up continuing income plans 
for policyholders or beneficiaries, a new high 
in the proportion of funds used for this pur- 
pose, the Institute of Life Insurance reports. 
Funds set aside for future income payment 
totalled $586,000,000 compared with $545,000,- 
000 in 1945. 

The total of such funds left with the life in- 
surance companies for payment under these 
income plans now amounts to approximately 
$3,800,000,000. Income payments to American 
fumilies from these funds increased to $346,- 
000,000 in 1946, compared with $301,000,000 
in 1945. The increase has been progressive 
from year to year as a larger proportion of 
the available benefits has been placed under in- 
come settlements. 
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P)ENSION planning is a responsibility of 

American management. Management 
must take voluntary action to provide pro- 
tection for employees at retirement age be- 
cause today, more persons than ever before 
are unable to protect themselves against 
the hazards of old age. 


Some managements hesitate to institute 
pension programs because of heavy initial 
cost, yet superannuation problems increase 
with time. Provision for retirement of em- 
ployees reaching the age of 65 helps elim- 
inate a management problem that ultimate- 
ly faces every business. 


A retirement income providing at least 
50 per cent of final average pay inclusive of 
Social Security benefits is regarded as the 
ideal, but management should not shelve 
all pension program thinking merely be- 
cause this “ideal” cannot be afforded. 


Management should not adopt a paternal- 
istic attitude; funded retirement benefits 
should be considered as earned by the em- 
ployee during productive years and not as a 
gift from the employer. In deciding how 
much money is to be spent on such a pro- 
gram, a long-term outlook is necessary— 
figuring out how much can be afforded year 
in and year out in addition to wage and sal- 
ary expense. It is doubtful whether any 
type of employee benefit program can be 
fully successful without contribution by 
employees. Employer-employee participa- 
tion in financing the plan represents the 
only true basis of good cooperative effort. 
It gives each employee a personal stake in 
the program, and the deduction from his 
check reminds him regularly of that stake. 
It prevents domination of the program on 
the part of the owners and management. 


These three factors—attitude, cost and 
contributions—are basic to consideration 
of any pension program and can be deter- 
mined without any preview of the formula 
under which the plan is to be developed. 


Use of group anruities are recommended 
for companies with large employee groups 
—of not less than several hundred. For 
smaller employers, adoption of a pension 
trust and the utilization of level premium 
‘ndividual retirement annuity policies as the 
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funding medium is indicated. Policies carry- 
ing life insurance are favored because at 
small cost they provide a more adequate 
benefit in the event of death before retire- 
ment. 

Also favored are age 30 and three years 
of service as eligibility requirements, with 
not more than a ten-years service for full 
vesting of employees’ rights. Benefits for 
past service are desirable but not a “must” 
in all programs. 
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PROFIT-SHARING PLAN WITH 
RETIREMENT FEATURES 


PAUL F. MILLETT 
Attorney and Pension Consultant, Chicago 


HE profit-sharing trust with retire- 

ment benefits is one of the most effec- 
tive instruments in use today for attaining 
sound employer-employee relations, and it 
seems destined to play an important part 
in American industry for many years to 
come. 


In establishing a profit-sharing trust, the 
employer must, to qualify for tax benefits, 
adopt a definite plan or “formula” for mak- 
ing his contributions to the trust fund, not 
exceeding 15% of the aggregate amount of 
compensation of all employees who are par- 
ticipants under the plan. There is much to 
be said for the contribution which is “grad- 
ed” as to the earnings of the company, in 
that, if the employees by their efficient and 
cooperative effort have attained higher pro- 
duction levels, resulting in larger profits, 
they should be rewarded accordingly. 
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The employee trust must function for the 
primary benefit of the rank and file. A study 
of profit-sharing trust reveals that an eli- 
gibility formula which would be satisfac- 
tory to the Commissioner for X Corpora- 
tion will not necessarily meet the require- 
ments for the Y Company. No rule-of- 
thumb is applicable. 


One formula by which the employer’s 
contributions to the trust fund are allo- 
cated among the participating employees is 
a pro rata allocation according to the earn- 
ing capacity of the individual participating 
employees. However, this method fails to 
recognize length of service. A formula 
which has become more or less standardized 
is to allow one point for each $100 of earn- 
ings, and one point for each year of service. 
After having established the number of 
points to which each employee is entitled, 
his pro rata share of the company’s contri- 
bution is established, based on the points 
which he has, proportionately to the total 
number of points of all employees. This 
program of allocation of profits serves a 
useful purpose where the profit-sharing 
trust has the dual purpose of providing 
both incentive and retirement benefits, for 
the reason that in the average situation, the 
employee with long service is one who is 
well along in years. 


The problems of finding an orderly and 
economical method of distribution to the 
employee of his share of the trust funds as 
he reaches retirement age, is being met in 
various ways, one of which is that when 
the employee reaches retirement age the 
trustees of the profit-sharing trust disperse 
to him in one sum the entire value of his 
account. At that time the employee will 
have to report as income the full amount 
which he receives. Under the Internal Reve- 
nue Code, such amount will be received as 
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a long-term capital gain, which serves the 
employee to his distinct advantage in that, 
under today’s law, the maximum tax there- 
on would be 25%. 

Another method of distribution is that 
at the time of retirement, the trustees will 
disperse to the employee one-tenth of his 
trust fund account each year for the suc- 
ceeding ten-year period. Under this plan the 
amounts which are distributed to the em- 
ployee will be ordinary income to him in 
the year he receives them. 


Some employers have adopted a plan of 
distribution whereby the trustees, as an in- 
vestment program for the trust funds, pur- 
chase annuities for the participating em- 
ployees so that at retirement age an em- 
ployee will receive a stipulated income so 
long as he lives. A variant of this plan is 
where the trustees, in the exercise of their 
investment discretion, invest X% of the 
employee’s share in an ordinary life insur- 
ance policy for the employee, thus afford- 
ing him life insurance coverage during the 
period he is a beneficiary under the plan. 
Where this latter plan is adopted, the in- 
surance company used must be one that, as 
the employee approaches retirement age, 
will permit additional funds to be deposited 
with the insurance company, thus maturing 
the policy as an endowment. After the pol- 
icy has been paid up, an annuity settlement 
option is selected for the employee. If the 
trustees elect to purchase an insurance pol- 
icy, it will be necessary for the employee to 
report, as ordinary income, the one-year 
term rate for the amount of insurance in 
effect. 

A well-devised plan of vesting of the 
employee’s interest in the trust funds 
not only works to the advantage of the par- 
ticipating employee, but has the effect of 
stabilizing employment for the employer. 
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Normally, a fair vesting formula would pro- 
vide that if the employee voluntarily leaves 
the employer during the first year of his 
participation under the plan, he would re- 
ceive 10% of the amounts allocated to him. 
The balance of his account would be for- 
feited and would be reallocated to the ac- 
counts of the other participating employees 
on the same basis as the employer’s contri- 
bution, The vesting of the employee’s allo- 
cable share would continue to increase at 
the rate of 10% each year. 


Great care should go into the drafting of 
this section, so as to avoid the possibilities 
of abuse which could result in discrimina- 
tion in favor of officers, stockholders, super- 
visory, and highly paid employees. It is to 
the employer’s advantage that the employee 
be made aware of his rights in the share of 
the trust funds allocated to him, for when 
the full import of the vesting provision, in- 
cluding the accumulations through for- 
feitures, is understood by the employee, it 
acts as a strong deterrent to his leaving the 
company. 

The success or failure of a plan may well 
depend upon the manner of its presentation 
to the employees. With the thought of em- 
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phasizing the value of the profit-sharing 
plan in creating for the employee a real 
“savings account” which will increase to 
his advantage as the business prospers, 
and which will insure for him some finan- 
cial independence after he has reached re- 
tirement age, the employer will not err in 
dramatizing the installation of the program. 
At a meefing of his entire organization, 
there should be a full and complete discus- 
sion of the plan by a person who can speak 
with the authority of a thorough knowledge 
of its purpose, its provisions, and the man- 
ner of its operation. Such a speaker should 
explain fully the company’s contribution of 
part of its profits to a trust fund, how the 
amounts of these contributions are deter- 
mined, how these funds are invested, and 
administered, and how they are distributed 
among the employees. He should also explain 
how the employee may control the amount 
of his share in these funds by his individual 
effort on behalf of the company, and how 
the employees may control the amount of 
his share in these funds by his individual 
effort on behalf of the company, and how 
the employee may qualify for participation 
in the benefits. 

One employer has furnished each partici- 
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pant in the trust a “Savings Account Book” 
similar to a bank pass book. Into this book 
is entered each year the amount of the em- 
ployer’s contribution allocated to the indi- 
vidual employee’s account, as well as his 
share of the interest earnings and any other 
increases accruing to the fund during the 
year. It also shows the balance being held 
in the trust fund for the employee’s benefit 
from year to year. This employer has each 
participating employee bring his Account 
Book to his office and he personally enters 
these amounts in the employee’s book. Thus, 
under the most favorable circumstances the 
employer has the opportunity to sit down 
and visit with the employee and to get per- 
sonally acquainted with him. It gives him a 
chance to tell the employee about the busi- 
ness, its plans and aims, and the part he 
has in its success, and to foster in the em- 
ployee a feeling of confidence in the stability 
and growth of the business. 

Employers have long looked for some plan 
whereby the employees themselves. would 
manage the problem of the fringe employee 
who is the destroyer of the morale of the 
entire force. The adoption of a profit-shar- 
ing plan has proved to be of material as- 
sistance in meeting this problem. 


INSTITUTIONAL BOND 
SHARES 


This class of a mutual investment fund is restricted in 

its purchases to bonds which meet the legal require- 

ments for investment by Life Insurance Companies or 

Savings Banks in the State of New York. Shares are 
redeemable on demand. 


A PROSPECTUS ON REQUEST FROM 


DISTRIBUTORS GROUP, INCORPORATED 


63 Wall Street 


New York 5, N.Y. 





PLIGHT OF THE IRON HORSE 
Better Forage is Found Where Rail Traffic Grows 


GLENN GARBUTT 


The diagrams used in this study were prepared by, and the statistical 
computations with the cooperation of, Max Halpern, an independent 


researcher.—Editor’s Note. 


INCE cessation two years ago of the 

shooting phase of World War II, turbu- 
lent influences have dominated the Ameri- 
can railroad scene and have confused the 
view for many holders of railroad securi- 
ties. 


The war stimulated traffic activity and 
earnings to a degree that enabled the rail- 
roads to improve their general credit 
strength, but it left in its wake a rising 
level of operating costs. This high plateau 
of costs now assumes foremost importance, 
as ton-mile statistics indicate a nationwide 
lag in the rate of traffic growth and a flat- 
tening out of traffic volume generally. 


News stories of the railroads in the pub- 
lic press this year have featured wage 
and labor disputes, the need for freight 
and passenger rate increases to meet ris- 
ing costs, and controversies over some 
practices of both labor and management. 
The plight of the carriers in the industrial 
East has been widely publicized, and over 
$1.6 billion face amount of obligations of 
eastern railroads have been removed from 
the eligible legal list in New York State 
for their failure to cover fixed charges by 
an adequate margin.! 


Relief from rising operating costs may 
be obtained either by (1) higher rates, 
(2) an increase in the volume of traffic, 
cr (3) a combination of both. So far this 
year the railroads have enjoyed a com- 
bination of both influences. Additional rate 


‘July 1947, Trusts and Estates, p. 55. 


increases now being sought in hearings be- 
fore the Interstate Commerce Commission 
could bring further immediate relief, but 
these higher rates would also foster compe- 
tition that could become a serious menace 
should traffic volume drop substantially 
from its current high level. Thus, as in the 
past, those systems whose traffic reflects the 
greatest expansion should do comparative- 
ly better in maintaining earnings and pre- 
serving their credit strength. 


A Significant Event 


HE importance of traffic growth to 

credit strength was vividly illustrated 
in the case of St. Louis Southwestern Rail- 
way Company. In the midst of the confus- 
ing railroad picture last July, this carrier 
was discharged from the jurisdiction of 
the courts under which it had been oper- 
ated since the beginning of 1936. The 
event was doubly significant as it marks 
the first instance in the annals of reorgan- 
ization that a carrier so emerged with its 
equities intact,- after satisfying all cred- 
itors. The story of the Cotton Belt is a 
story of expanding traffic, as will be dem- 
onstrated. In May this year, the road’s 
traffic index stood at 273, placing it first 
among all Class I Railroads. 


The lines of the Cotton Belt are located 
in a strategic position to benefit from the 
traffic generated by the migration of popu- 
lation and industry that has been under 
way since the beginning of the present 
century. (See Table I) 
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TABLE I 
TON-MILE DISTRIBUTION 


Billions of 
Ton- Miles 
U. S. 


124.61 
247.57 
317.64 
447.11 
333.42 
572.80 


New 
England 
2.34% 
2.19 
2.24 
2.36 
2.28 
2.12 


Year East 


1900 
1914 
1919 
1929 
1939 
1946 


48.84 
45.0 
39.9 
37.9 
34.4 


Industrial 


53.45 % 


Central 
Western 
Region 
13.10% 

13.5 
18.2 
15.8 
17.6 
20.9 


Western 
District 
30.99% 
$2.7 
39.8 
35.9 
36.5 
41.1 


Southern 

States 
8.6% 
9.7 

12.9 

12.3 

12.3 

13.9 





From the ton-mile distribution figures, 
the trend of traffic growth to the South and 
West and its relatively static character in 
New England and the industrial East is 
readily apparent. Current indices of rail- 
road traffic show the marked differences 
in regional growth that have occurred over 
the past two decades. (See Table II) 


TABLE il 


INDICES OF TON-MILES 
1925 - 1928 100 


1927 
99.9 
98.9 
99.4 

101.9 
106.1 
99.3 
99.4 


1946 

120.4 
134.7 
116.2 
129.2 
148.1 
136.7 
193.5 


Region 
New England 
Geen. takes 
Central Eastern 
Pocahontas 
Southern 
Northwestern ne 
Central Western —_. 
Southwestern sede 100.1 152.1 
Class I U.S. Railroads _.. 99.9 133.1 


What has been the ultimate effect of 
these divergent traffic trends upon indi- 
vidual solvent railroad systems? Is there 
a clearly identifiable relationships between 
the geographic location, traffic and railway 
credit? 


REDIT, for the purpose of this brief 
paper, is considered to be a dynamic 
power that lends itself to fairly accurate 


measurement.” The primary factors influ- 
encing railroad credit are (1) earnings, 
which in turn are dependent upon (2) traf- 
fic, and a well balanced (3) capitalization. 
Other influences are the (4) financial con- 
dition of the railroad and the amount of 
near-term (5) maturities, though the lat- 
ter two, as well as other corollary influ- 
ences, are of secondary importance when 
the first three are satisfactory. The five 
factors resolved into a single quantitative 
expression give a “credit index,” for the 
purpose of comparison. Consider hence- 
forth then that relatively, a credit index 
figure of 1000 represents a satisfactory level 
of credit; 500 an unsatisfactory level. 


With the credit measure applied to in- 
dividual carriers, one can observe the 
readily distinguishable relationship that 
exists between geography, traffic and rail- 
way credit. Note how in the accompanying 
table the greatest degree of expansion of 
railway traffic was confined to the South- 
ern and Western railroads as against those 
which traverse the industrial East and 
New England. Note also that systems of 
superior credit have undergone the great- 
est degree of expansion in ton-miles rela- 
tive to the period 1925-1928 (See Table III) 


“September 1946, Zrusts and Estates, p. 243. 
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HUGH W. LONG and COMPANY 
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That Which Has Been Hard Won 
Is Not Lightly To Be Lost 


The reputation we enjoy among investors is 
a product of long and conscientious service 
rendered. As such, it is our most valued 


asset, our highest recommendation. 


We consider it a duty and respon- 
sibility to provide our clients the 
most efficient and useful service in 
our power. Alert trading, attention 
to detail, a comprehensive and im- 
mediate knowledge of both securi- 
ties and market conditions are always 


at their disposal. 


This conscious determination to do all things 
well—small and large, routine equally with 
the unusual—accounts for much of our value 
to the individual and institutional investor. 


R. W. Pressprich & Co. 


68 William Street 201 Devonshire Street 
NEW YORK 5 BOSTON 10 


Members New York Stock Exchange 


GOVERNMENT, MUNICIPAL, RAILROAD, 
PUBLIC UTILITY, INDUSTRIAL BONDS 
AND INVESTMENT STOCKS 





TRUSTS and ESTATES—Sveptember 1947 


TABLE Ill 


Name of Road 


Delaware, Lackawanna & West. _.._. 
ae wen emeres 
Boston & Maine 

I 
aon wee @ Ono 
EE A 
Alabama Great Southern 

Atchison 

Union Pacific 

Southern Pacific 

a Sd a ee 
St. Louis-Southwestern _...___ 


*May 1947. 


The Pocahontas carriers are excluded 
from this comparison because the group is 
limited to three systems. Moreover, be- 
cause of the highly specialized character 
of their operations, namely, transportation 
of bituminous coal, the growth factor has 
not yet become a major credit influence. 


Extreme divergence, oné can see, exists in 
credit between those railroads showing 
growth of traffic and those carriers where 
physical expansion appears definitely re- 
tarded. This is revealed graphically in a 
very striking manner in Diagram 1. The 
indices of ton-miles of railroads shown in 
the preceding table are represented by a 
series of vertical bars; those showing the 
greatest degree of growth are concentrat- 
ed nearer the extreme right. Bars showing 
the indices of credit are represented di- 
rectly beneath their traffic indices in Dia- 
gram 2. 


TABLE IV 


ST. LOUIS SOUTHWESTERN RY. CO. 
Year Ending 
Dec. 31 


Index of 
Ton-Miles 

85.7 
108.7 
126.0 
102.8 
102.2 
111.8 
173.8 
303.7 
360.5 
369.1 


Credit 
523.2 
606.6 
618.1 
556.7 
539.8 
609.1 

1,016.3 

1,432.1 

1,655.8 
1,699.0 


ae ean 


June 1947 
June 1947 


** Adjusted to reflect debt retirement, etc. 


Region 


Great Lakes 

Great Lakes 

New England 

Cen. Eastern 
Southern 
Northwestern 
Southern 

Southwestern 

Cen. Western : 
Cen. Western _..... ‘ 
Southern 

Southwestern 


Index of 
Ton-Miles* 


97.9 
118.3 
125.2 
129.6 
154.8 
164.5 
171.4 
189.8 
212.7 
221.7 
230.5 
273.2 


Index of 
Credit 


771.6 
726.0 
990.5 
756.3 
1,285.2 
1,456.7 
1,886.1 
1,836.1 
1,846.5 
1,270.2 
2,863.7 
1,847.6** 


** Adjusted to reflect debt retirement, etc. 





The lower credit, Delaware, Lackawan- 
na & Western Railroad reveals the small- 
est degree of growth of traffic which is, in- 
cidentally, sub-normal. At the extreme right 
is Seaboard, a southern road with the high- 
est credit and a marked degree of growth of 
traffic. While considerable variations exist, 
the general tendency is unmistakably clear. 
Roads of retarded traffic growth and low 
credit lie in the eastern part of the United 
States. In the south and west the opposite 
is true. 


VIVID illustration of the relation of 

traffic growth to credit strength is the 
case history of the St. Louis Southwestern, 
mentioned previously. Expanding traffic 
was a characteristic of this road long be- 
fore World War II (see Diagram 3), but an 
overbalanced capital structure proved to 
be a burden that the traffic level of the de- 
pression Thirties could not sustain. When 
the road entered the custody of the court 
in 1936, fixed debt stood at 66.85 per cent 
of capitalization; when discharged in 1947, 
the proportion was 62.48 per cent. The 
story of how expanding traffic enabled the 
Cotton Belt to offset the effect of an unbal- 
anced capital structure, despite the handi- 
cap of operating under jurisdiction of the 
court, is told in a comparison of traffic and 
credit figures (See Table IV). 


The corclusion that geography, traffic 
and railway credit are strongly interwov- 
en is inescapable. 

Looking beyond the headlines and the ad- 
vertisements that so plaintively describe the 
distressing plight of the iron horse, one 
might observe—“there’s take-home hay out 
where the traffic grows.” 





ECULEEEEEERECEELEL RR idihG Gl 

MINT TT 
‘ TTT 
TTT 


AULT 
QUT 

TTT 

CIITA TTS ULE 


ah 


LASS ONE RAILROADS OF U.S. cescescece 


ST. LOUIS SOUTHWESTERN 
c 
| — 
sn || ns | sae 7 | ss | so | vn] ses oe || rn | sn |e 
Mile Index of St. Louis-Southwestern vs. Class I Railroads 
100) 


(1925-1928 


~ 
= 
a 
Pad bw | 
v 
aa 
: S 
_ = 
= a 
S A 
= : 
E 3 
he 
= oO 
~ E 
MN o 
— 
DM 
a) 
NM 


iagram 1. 
2. 





D 
iagram 


D 





Ton 








Diagram 3. 






























































NFLATION and high prices continue as 
topics of dominant interest in the domes- 
tic economy. The cost-of-living index again 
moved ahead to establish a new record high 
for the second successive month. Industrial 
production has turned upward, after declin- 
ing for four months, pushing discussion of 
a recession farther to the background. 


The decline in foreign exports, which be- 
gan in June and has deepened with Britain’s 
added austerity provisions, will be offset by 
the cashing in of the $1.8 billion of terminal 
leave bonds held by over nine million vet- 
erans. A:survey by The Army Times, un- 
official weekly service newspaper, indicated 
that $1.35 billion would be cashed promptly, 
with twenty per cent going to pay debts al- 
ready incurred. 

Another inflationary measure will become 
evident next month when all official barriers 
are removed on installment loans. 


Advances in the prices of coal and steel 
have not set off a sharp spiral of general 
price inflation as many expected, according 
to a survey by the National Association of 
Purchasing Agents. It was found, however, 
that the full impact of advances in these 
commodities has not yet been felt, particu- 
larly in the price of fabricated items. 


The purchasing agents’ survey found ex- 
treme caution, not speculation, governing 
inventory commitments generally but noted 
a distinct note of optimism on current and 
fourth quarter business conditions. The 
committee’s report warned, however, that 
“decline in export volume and disturbing 
foreign situations could change conditions 
drastically in a few months.” 


HE rate of saving has declined substan- 

tially since the war years when consum- 
er goods were limited, though it was higher 
in 1946 than in the years prior to the war. 
The Department of Commerce estimates 
that net personal saving for all family 
spending units showed a decline in 1946 to 
about 8 per cent of total personal income, 
which compared with 17 per cent in 1945, 
over 20 per cent during the war period, and 
an average of around 5 per cent in preced- 
ing years. 

A survey of consumer finances reported 
in the Federal Reserve Bulletin, based on 
interviews with a representative sample of 
family spending units, indicated: 

The decline in net saving by consumers 
in 1946 from the year before reflected not 
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only reduced saving by some, but also a 
considerable amount of dissaving, or spend- 
ing in excess of income. 


Most positive saving in 1946 was repre- 
sented by payments of life insurance pre- 
miums, increases in holdings of Government 
bonds, savings and checking accounts, pay- 
ments of mortgages, and contributions to 
retirement funds. Dissaving was represent- 
ed principally by borrowing and reductions 
in holdings of liquid assets. 


Wide variation was revealed in holdings 
of selected non-liquid assets in early 1947. 
Three-fourths of the 46.3 million spending 
units reported at least one person carrying 
life insurance, over two-fifths indicated they 
owned their homes, and no more than one- 
tenth reported that they owned stocks or 
bonds other than Federal securities. 


ER capita income for the country as a 

whole increased to $1,200 per year in 
1946 from $575 per year in 1940, and was 
higher than during the war. Largest rela- 
tive income gains during 1946 were in Cen- 
tral New England and Middle Eastern re- 
gions. However, comparison of the Depart- 
ment of Commerce figures by states for 
1946 and 1940 reveals a significant redis- 
tribution of income from New England and 
the Middle Eastern States to the South and 
West. In general, this was an acceleration 
of 1929-40 trends. 


HE Treasury Department will offer on 

September 29th, an issue of 18-year 
21% per cent bonds, the first long-term offer- 
ing since 1945. The issue—probably near 
one billion dollars in amount—will be pur- 
chasable only by institutions holding sav- 
ings, insurance and pension funds and by 
commercial banks which have savings de- 
posits. The bonds may not be traded in the 
market, but holders will have an option of 
redeeming them after April 1, 1948, at 
fixed redemption values. 


Secretary Snyder also announced his in- 
tention to supplement the usual savings 
bond issues with the offering of securities 
suitable for institutional investment when- 
ever the situation warrants. One result of 
this policy could be to increase the spread 
between yields of high grade corporate 
bonds and those of governments, as the gen- 
eral market would be relieved somewhat 


from the insistent pressure of institutional 
funds. 














THAT LARGE BLOCK OF STOCK 
NEED BE NO PROBLEM 


HE predominance of large blocks of stocks in 

an estate has always confronted executors and 
trustees with special difficulties. Today’s tax sched- 
ules bring these difficulties into sharp focus. 


Frequently, a Secondary Distribution or a Spe- 
cial Offering on a Stock Exchange is the proper 
solution of the problem. Or, perhaps the block 
is suitable for private placement with a few large 


investors. 


In any event, best results are obtained through 
the cooperation of an investment firm which is 
familiar both with the requirements of trusts and 
estates on one hand and with the market for such 


securities on the other. 


If you are faced with such a problem, one of our 
partners will be glad to discuss the subject with you. 





Smith, Barney & Co. 


Members New York Stock Exchange 
14 Wall Street 522 Fifth Avenue 
_ NEW YORK 
PHILADELPHIA CHICAGO 
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STORMY DAY ON THE 
EXCHANGE 


N September 3, 1946, stock prices took 

a tumble—the sharpest in nine years— 
that recalled memories of 1929-30. Four 
years of smooth sailing on the stock trading 
seas had been poor preparation for this 
sharp reversal in the speculative weather. 
Resultant outcries brought the promise of 
an investigation. 

Now, a year later, the Securities Ex- 
change Commission, after exhaustive re- 
search, has told what happened on the New 
York Stock Exchange that day: 


The market opened in an atmosphere 
clouded with economic uncertainties and 
political unrest, both at home and abroad. 
Already reflecting these unsettled condi- 
tions, the Dow-Jones industrial average had 
dropped 15.85 points in the two weeks pre- 
ceding Labor Day, closing at 189.19 on 
August 30. 

After the first hour of trading, the mar- 
ket was generally lower, but had demon- 
strated nothing unusual. Then—the storm 
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broke. Four hours later, the D-J average 
had dropped 10% points on trading of near- 
ly 3,000,000 shares, reducing by $314 bil- 
lion the total value of all stocks listed on 
the NYSE. 


In the day’s trading, three tidal waves of 
selling swept over, each coming from a 
difffferent source. First, foreign accounts 
were the largest sellers; next were brokers, 
member firms and some of their large 
American accounts; then, with a rush, came 
the public. 

The report explained that “‘as the market 
continued steadily to decline after the open- 
ing drop, it brought fears that a post-Labor 
Day rally was not going to materialize in 
spite of the optimistic prognostications of 
most investment advisers, member firms, 
and financial publications.” The two main 
reasons given for sales by the public were 
the price decline during the day and the 
effect of the Dow theory. The price decline 
was the primary motivating force for an 
estimated 45 per cent of the volume of pub- 
lic sales; Dow theory followers accounted 
for another 20 per cent as prices broke 
through a “resistance level.” Liquidation of 
collateral securities to reduce debit bal- 
ances amounted to 2 per cent of total sales, 
with a negligible amount of forced liquida- 
tion; short sales accounted for 11% per cent, 
an insignificant factor in the day’s market. 

“Nowhere,” the report said, “does it ap- 
pear that the over-all market action resulted 
from planned or concerted action by any 
group; nor do the activities of any group 
seem to have amounted to more than the 
free play of different opinions as to when to 
buy and when to sell.” 

Public sellers gave as the principal rea- 
son for their action, the psychological one 
of “declining prices.” The buyers, largely 
institutional, thought the “stocks cheap.” 
The SEC said there was “nothing crooked.” 
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Bank Profits at Record in 1946 
Lower in 1947 


HE nation’s insured banks chalked up the 

highest earnings on record in 1946, the 
Federal Deposit Insurance Corporation re- 
ported, but their “capital cushion has de- 
clined to an alarming extent.” 

The banks have disposed of or charged off 
practically all the sub-standard assets he!d 
when FDIC was created in 1934, the agency’s 
annual report for 1946 said. 

Prosperous years brought a more rapid 
growth of assets and of deposits than of cap- 
ital, bringing the protective cushion of cap- 
ital down to 6.4 per cent of all assets, the 
report stated. A consequent recommendation 
of the FDIC is that “new capital stock should 
be sold to the public to hasten the accumula- 
tion of capital commensurate with the added 
risks which banks are assuming in meeting 
the loan needs of business and individuals.” 


Earnings of insured commercial banks rose 
15 per cent to a new high, but the aggregate 
of net profits after taxes declined fractionally 
to $902 million, or $4 million less than in the 
record year 1945. The net profit was 10 per 
cent of total capital, and the slight decline 
was explained by the charging-off of sub- 
standard assets. 
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Net profits of New York state banks and 
trust companies in the first half of 1947 
fell 34 per cent from the totals reached in 
the first six months of 1946, according to El- 
liott V. Bell, Superintendent of Banks. Total 
six-month net profits for these institutions 
stood at $69.5 million, compared with last 
year’s $105.6 million. 


Reductions of $18.4 million in net operating 
earnings and $17.7 million in other net income, 
principally profits from government secur- 
ities, were the primary reasons for the overall 
earnings drop, Mr. Bell disclosed. A further 
factor was an increase of $7.3 million in wages 
and salaries paid out in the first half of this 
year, representing a 13 per cent rise in wage 
costs. 

Government securities held declined $619 
million further, to about half of total assets; 
Treasury deposits dropped an additional $311 
million, indicating that Treasury operations 
continue to be the most important influence 
affecting banks in the state according to the 
report. 


SAVINGS OF THE PUBLIC held by insured savings 
and loan associations increased by $563 mil- 
lion during the first half of 1947, a volume 
greater than the increase in savings in like 
periods of 1946 and 1945. 
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TREND SEEN IN ACTION OF INVESTMENT FUND 


UTSTANDING development of the year 

to date in the investment company field 

is the recent announcement by the investment 

counsel firm of Scudder, Stevens & Clark that 

shares in their twenty-year old Fund will be 

sold at net asset value, without addition of 

either sales load or premium charge, effective 

September 2. On the same date, participations 

will also be redeemable at net asset value, with- 
out deduction of any discount. 


This new policy replaces its former prac- 
tice of computing the offering price at net 
asset value plus a premium of 1% (which ac- 
crued to the benefit of the fund), and redeem- 
ing shares at net asset value less 1%. If fol- 
lowed by others, it may lead eventually to a 
greatly increased use of investment trusts by 
managers of trusteed funds. 


The Scudder firm’s action follows by just 
one month the issuance of a prospectus by the 
Bowling Green Fund making its shares avail- 
able to the public free of commission, sales 
load, or premium. Assets of the Scudder Fund 
aggregate $22.5 million, compared with one- 
half million for Bowling Green. Two other in- 
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vestment companies also charge neither sales 
load nor premium on new subscriptions, though 
on liquidation of shares held less than three 
years they deduct a 2% discount, which re- 
verts to the fund. 

The action by Scudder, Stevens & Clark may 
well be the forerunner of a trend toward 
lower distribution costs among all investment 
companies. The fund pioneered before in in- 
vestment trust practice, when in the late 
twenties and early thirties it insisted that 
its portfolio be adequately diversified among 
common and preferred stocks, as well as 
bonds of high-grade investment caliber. To- 
day, of course, the balanced fund is a re- 
spectable and important branch of the invest- 
ment trust business. 

Aside from ordinary competition, an im- 
portant factor working in the direction of pos- 
sible eventual widespread acceptance of the 
“no sales load, no premium” policy is the con- 
stantly increasing use of investment company 
securities by fiduciaries. For small trust funds 
investment companies provide a good medium, 
if legal obstacles are overcome. The real prob- 
lem of the load for such funds is its legal 
propriety where expenses are attributable to 
distribution, in contrast to management. 


A gradual shift in the entire field of dis- 
tribution of investment company securities 
may be envisioned if the Scudder example is 
followed widely. Trust departments of smaller 
banks, which are not adequately staffed to run 
investment research of their own, may work 
out arrangements with representative mana- 
gers of investment funds, who supervise trusts 
without sales loads, to act as distribution out- 
lets for such trusts. It would also shift 
emphasis in the investment company field from 
having something to sell to having something 
to manage. It would, finally, effectuate wide 
distribution without the concomitant expense 
of a sales load added to the yearly manage- 
ment fee paid by investor. 


HENRY ANSBACHER LONG in Barron’s, Sept. 
1, 1947. 
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Common Fund Participation Barred 


A RECENT RULING of the Federal Reserve Board 
excludes corporations from investing in com- 
mon trust funds operated by banks. Many 
small business concerns, dissatisfied with the 
meagre income obtainable from government 
bonds, had sought to use the common trust 
fund device as an outlet for excess reserves. 
Such use of the bank fund would amount to 
operation as an ordinary investment trust 
which is clearly contrary to the Reserve regu- 
lations, the ruling held. 


PRICES ON FARM REAL ESTATE have halted their 
five-year upward advance, except in the Mid- 
west Wheat Belt and in livestock areas, a 
Farm Credit Administration report reveals. 
Average values of farm real estate throughout 
the country were only 5 per cent below the 
1920 inflationary peak. In twenty-eight states 
they were equal to or above the 1920 prices. 
The national index, with the 1912-14 period as 
100, was 162 on July 1, or a rise of 1 per 
cent from July, 1946. Using the pre-war 1935- 
39 average as 100 the July 1 index was 195. 


The volume of sales of farm land for the 
year ended in March, the report showed, was 
the highest on record, slightly higher than 
that for the preceding year. The increase was 
unusually large in the Northeast, but total 
sales there were small compared with other 
areas. 

a 


THE CHASE NATIONAL BANK has issued its an- 
nual survey of the combined financial and oper- 
ating activities of 30 oil companies for the year 
1946. This study, prepared by Joseph E. Pogue, 
vice-president in charge of the Bank’s Pe- 
troleum Department, and Frederick G. Coquer- 
on, staff associate, reveals that on the whole 
the petroleum industry has made the transition 
from war to peacetime operations smoothly and 
continues to be notably self-contained in its 
ability to create most of the capital needed for 
its expansion. 
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THE PusBLic DEBT PoLicy COMMITTEE has pub- 
lished its fourth in a series of studies dealing 
with various phases of the national debt. 
Copies of this study on Our National Debt and 
the Budget, can be obtained at 26 Liberty 
Street, New York 5, for 25 cents. 
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OPERATING A TRUST TICKLER 


GEORGE C. ROBINSON 


Chairman, Committee on Trust Department Operations, Pennsylvania Bankers Association; 
Trust Operations Officer, Fidelity-Philadelphia Trust Co. 


S is generally known, a “Tickler” is noth- 

ing more than some means by which we 
are reminded of things to be done periodically 
or at stated times. In the trust business it is 
particularly important that a tickler be main- 
tained to remind us of the more important 
things to be done at certain times. The exam- 
ining authorities are usually insistant upon 
the maintenance of a trust tickler as one means 
of assuring the proper administration of 
trusts. 


In this memorandum we will outline the 
manner in which a tickler should be operated. 
The Committee realizes that this is by no 
means the only way in which the purpose can 
be accomplished, but experience has shown 
that this system is both economical and prac- 
tical. It is impossible to formulate any definite 
rules for operating a tickler because of the 
varying needs of Trust Departments, depend- 
ing upon size, other systems employed and 
other factors. Therefore, it may be that you 
will only want to select certain parts from the 
suggested, system which will fit in with those 
systems which you already have in operation. 


The only material needed for setting up and 
operating a trust tickler are standard 3x5 
cards, which can be purchased in any station- 
ery store. The cards should be arranged ac- 
cording to the dates on which the respective 
actions are to be called to your attention, a 
separate card to be used for each item. 


There are quite a number of things which 
may be set up on the central tickler or, dis- 
bursed between the several divisions in some 
of the larger trust departments. The duties 
to be tickled, with explanations are, as fol- 
lows: 

Administrative Duties — As each new ac- 
count is opened, the Trust Officer or a re- 
sponsible clerk should make a careful review 








From report at Pennsylvania Bankers Association meet- 
ing, Atlantic City, May 22. See introductory report in 
June issue, page 637. 





of the trust instrument, whether it be a will, 
deed, or other writing, and should set up a 
tickler card whenever it is observed that some- 
thing must or should be done at a particular 
time during the administration of the trust. 
Because of the widely varying provisions of 
trust instruments, it is impossible to outline 
all of those things which should be set up 
on a tickler, but a few are as follows: 


Beneficiary attains majority 

Trust or guardianship terminates, income 
thereafter payable direct to beneficiary 

Former minor becomes co-fiduciary 

Beneficiary reaches specific age 
Trust to be distributed in part or in whole 
Son becomes co-fiduciary 

Incompetent entitled to Social Security Ben- 
efits at age 65 

Specific date of termination of trust 

Verify remarriage of income beneficiary 


No particular form of tickler card is recom- 
mended for setting up administrative duties, 
the only suggestion being that the tickler date 
should always be shown at the upper right 
hand corner of the card. Of course, the name 
of the account and pertinent information 
should be shown as in the following sample: 


3/27/59 
T/W John Jones 


Betty Jones, daughter of testator 


attains majority. 


Becomes entitled to one-half of 
principal of fund, other half to 
remain in trust until age 30. 


Remittances—A tickler for the remitting to 
income beneficiaries is a necessity. In the 
smaller trust departments remittances may be 
set up in the central tickler file. In the med- 
ium and larger trust companies, a separate 
tickler file will probably be more effective. The 





suggested form of setting up a remittance 
tickler file is as follows: 


March & Sept. 27 
Remittance 


Income from: 
T/W John Jones 


Remit $500. semi-annually to: 
Mary Jones 
148 Birch Street 


Who is mother of Betty Jones, 
excess income to accumulate 
during minority. 


Commission rate — 5% 


(Obverse) 


Date | Amount Date Amount 








Statements — If it is customary to send 
statements along with remittance checks, then 
the information relative to the statements 
may be incorporated on the tickler cards for 
remittances. Otherwise the tickler cards should 
be set up somewhat as follows: 


June 30th Annually 
Statement 


T/W John Jones 


Send statement once each year to Mary 
Jones, 418 Birch Street 


Copy to Frederick Smith, Esq. 
Room 37 — Town Hall 


(Obverse) 


Date Mailed By Date Mailed By 


Income Collections — One of the most im- 
portant duties of a fiduciary is to collect the 
income on investments. This operation should 
be controlled either through the master tickler 
ole in a small trust department or by a sub- 
siduary tickler file of some kind in the larger 
trust departments. The set up of the income 
tickler cards will vary depending upon the 
nature of the investment. 


May & Nov. Ist 
Bond Interest 


T/W John Jones 
Pennsylvania R.R. First Mtge. 5-1959 


Par Value Amount of Int. Due $ 





Date |Amt.Collected| Date | Amt. Collected 





(Obverse) 


Amt.Collected| Date |Amt. Collected 











Some tickler systems for the collection of in- 
come are set up so that the tickler card itself 
serves as a medium for posting the cash 
records, after which the cards are returned 
to the tickler file. 


Conclusion — It is not to be supposed that 
the foregoing is a full and complete descrip- 
tion of a tickler system. We have merely tried 
to show the importance of maintaining a tick- 
ler record and to point out some of the more 
important duties which should be set up on 
such a record. The specimen forms are at best 
rough ideas. It is up to the trust officer or one 
of his assistants to more fully develop the 
idea, based on these fundamentals. The tickler 
should be custom built to fit in with your ex- 
isting methods. 


Streamlining Trust Records 


MACHINE BOOKKEEPING lends itself to multiple 
typing of the original entry. Much time is 
saved by clipping the coupons of bonds to the 
posting media instead of placing them in 
individual envelopes. A folder containing the 
mortgage loan and all important legal papers 
pertaining thereto, fastened in orderly ar- 
rangement, keeps all items in place. The adop- 
tion of the common trust fund reduces oper- 
ation detail. Cooperation, through round table 
discussions, with the bank examiners will yield 
helpful points and objectives, especially where 
the examiners are eager to cooperate.—Sterling 
L. Wandell, Chairman of Trust Company Sec- 
tion of Pennsylvania Bankers Association in 
address at the Indiana Bankers Trust Confer- 
ence. 
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THE COMMUNITY TRUST IDEA 


Role of Bankers, Lawyers and Other Civic Leaders 
in Constructive Charity 


EDWARD L. RYERSON 
Chairman, The Chicago Community Trust 


HE Community Trust idea was first 

conceived in Cleveland; here it was 
first worked out, embodied in the Cleveland 
Foundation back in 1914; here it has been 
developed and brought to maturity on prin- 
ciples universally sound and practical. 


Frederick H. Goff, who developed the 
idea, was acquainted with the Rockefeller 
Foundation and the modern Community 
Chest, both of which were developed in 
Cleveland. The Community Trust was a 
combination of the two ideas. “Why not 
have a community foundation made up of 
many capital gifts combined in a com- 
munity endowment fund operated under a 
citizens committee primarily for the bene- 
fit of the community and its neighbors?” 
was Mr. Goff’s idea. 

Soon the idea was being adopted and the 
pattern of organization was being followed 
in other cities — in St. Louis, Chicago, 
Louisville, Indianapolis, and elsewhere. 
The genius of Mr. Goff’s idea was that it 
went a long way towards solving some of 
the problems created by the indulgent view 
which the law takes of charitable and edu- 
cational endowments. 


The approval and encouragement with 
which the law regards such endowments is 
to be seen in two privileges which are not 
accorded other types of bequests: tax ex- 
emption and a legally endless life. It is this 
latter attribute of perpetuity which per- 
haps more than any other single fact 
makes necessary such an institution as the 
Community Trust. The man who leaves his 
estate to relatives is, in general, permitted 
a voice in its disposition for only one gen- 
eration and twenty-one years. However, 
with that portion left for philanthropic 
purposes he is free to peer down the dim 
corridors of time and have his voice heard 
for endless generations. His wisdom and 
vision may be such that he can project his 
beneficence in a socially useful and desir- 
able manner which will serve the future 
admirably for several generations. If, on 
the other hand, he fails to anticipate what 


From an address before the Cleveland Foundation on 
the occasion of its thirty-third anniversary, June 6, 1947. 


future social needs will be, his benefaction 
may become obsolete and moribund until 
revived by the courts. The remedy here is, 
of course, application of the cy pres doc- 
trine. Revivification by cy pres is a slow 
and cumbersome process, however, and is 
resorted to ordinarily only in extremis. 


Sharing One’s Vision 


OW much wiser it is for the testator 

to share his vision and general intent 
with trustees who can be alert to changes 
in the form of new needs and who can 
avoid the waste of obsolescence and the 
costs of litigation. The frequently cited ex- 
amples of eighteenth and nineteenth cen- 
tury philanthropists who by their endow- 
ments for spinning wheels for worthy 
girls; the Benjamin Franklin Endowment 
Funds for Indentured Apprentices in Bos- 
ton and Philadelphia; the Bryan Mullan- 
phy Fund in St. Louis for stranded pio- 
neers in covered wagons going west; the 
Snug Harbor in Staten Island with its hun- 
dred million dollar endowment fund for 
benefit of non-existent “stranded sailors 
before the mast”; Girard College in Phila- 
delphia with its accumulated hundred mil- 
lions for benefit of some 300 homeless 
boys; have been shown within a generation 
or two to have been spectacularly unsuc- 
cessful in their attempts to peer into the 
future and may already find company in 
some early twentieth century philanthro- 
pists who could not foresee what the sec- 
ond two decades of the present century 
would bring. The accelerated tempo of cur- 
rent social change and the unprecedented 
expansion of government into fields once 
regarded as the province of private philan- 
thropy make even more difficult today the 
projection of wise philanthropic ideas into 
the future. 


Before Mr. Goff’s time banks had often 
been appointed as trustees of endowment 
funds for educational and charitable pur- 
poses. In most cases the institutions to re- 
ceive the income of such funds had been 
specifically designated: by the founders, so 
that the function of the bank was purely 





one of careful investment of funds and pay- 
ment of the net income to the designated 
beneficiaries. As long as the designated in- 
stitutions continued to operate successful- 
ly along the lines contemplated when the 
trust funds were established, this manage- 
ment of the capital by the banks was a 
natural function. But if some of the desig- 
nated institutions failed or if conditions 
arose which made it impossible for them to 
operate or carry out their purposes, it be- 
came necessary for the banks to select suc- 
cessor institutions or to find other ways of 
putting the money into effective use. In 
many instances, however, the bank as trus- 
tee had no power or authority to change 
the beneficiary and in such cases such 
funds became wasted or accumulated with 
no benefit being derived to any cause. Like- 
wise this was an obligation for which the 
banks, as banks, were often not skilled. 


Basis of Community Trust 


HE novel principle underlying the 
Community Trust is that there are two 
distinct functions involved in making the 
best use of endowment income for chari- 
table purposes. On the one hand is the 
function of trusteeship and management 


of capital funds, which is the normal func- 


tion of the banks. Of all the institu- 
tions presently available, the strong banks 
through their trust departments are best 
qualified to serve as trustees, custodians, 
conservators, administrators of capital 
funds for community endowment purposes. 
They have the experience, the staff, the 
confidence of the public, the established re- 
sponsibility and control under law to qual- 
ify them for that business. 


On the other hand there is the very dif- 
ficult function of charitable use, of the 
application of income of these endowment 
funds, and such portions of principal as 
may be available for distribution for char- 
itable purposes. It requires an organiza- 
tion and staff with broad knowledge in the 
social sciences, with broad experience and 
skill in the effective distribution and use 
of charitable funds truly to promote com- 
munity welfare. It must be an organization 
and staff devoting its attention primarily 
to such purposes. 


Community Trusts are usually brought 
into being through adoption of a Resolu- 
tion or Trust Agreement—either by one 
bank which first steps out as leader in this 
movement, or by joint Resolution adopted 
by several banks. In this Resolution the 
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bank, or banks, agree to receive and hold 
funds in trust for charitable use but the 
use itself is to be directed and supervised 
by a Committee, or Distribution Commit- 
tee (as it is often called) of representative 
citizens familiar with charitable work, the 
majority of whom are appointed by certain 
public officials and educational or civic 
agencies, the minority by the banks. 


Steady Growth 


ODAY, there are some 75 active Com- 

munity Trustsin the United States and 
Canada; they have accumulated capital re- 
sources of more than $77,000,000; and are 
making annual distributions of income in 
excess of $2,000,000 for educational, health 
and welfare purposes in their respective 
communities. This growth is not startling, 
but it is mounting steadily each year. In 
some cities the Community Trust has 
achieved a position of a good deal of influ- 
ence, helping to mold public opinion, help- 
ing to develop and strengthen new services 
which look to the future, as well as helping 
to maintain the old, promoting better com- 
munity organization, sound policies and 
practices for community endowment and 
finance. 


More was required than an organization 
on paper. The merits of the Community 
Trust plan must be explained again and 
again; and the new Community Trust, 
making a place for itself, must demon- 
strate over and over the advantages and 
good qualities of its service. 


The idea that one bank alone, in a com- 
munity where there were many good banks, 
was to be the sole depository and control- 
ling factor in this community institution 
gave rise in some places to some questions. 
On the other hand, where several banks 
were signatories to the plan, the question 
might still remain, was the Community 
Trust a real community institution, com- 
parable, for instance, to the Community 
Chest, or was it a mere auxiliary to the 
trust departments of the banks, to pull 
money into their coffers? 


Today we know from experience that the 
successful Community Trust must be a 
truly bona fide community institution, a 
distinct entity, with a personality of its 
own which merits confidence and respect. 
The banks are partners in the enterprise, 
all the strong banks of the community, 
qualified by law, by volume and standards 
of trust business, to act as trustees of such 
community funds. 





Centers of Influence 


UT bankers are not the only people 

who have a responsibility in these 
matters. Lawyers have great influence, 
hence a great responsibility for the way in 
which trust funds and other endowments 
are set up for long-time welfare purposes. 
If the client cannot be influenced in his 
major choices, if, for instance, he insists 
on giving rigid endowments to institutions 
or purposes which the lawyer knows are 
not very good, at least the lawyer may be 
able to make provision for contingencies, 
so that later when they arise the value of 
the bequest or trust fund will not be whol- 
ly lost to the community. 


We in Chicago have many strong friends 
among the lawyers who believe in our 
principles. We try to help them, sending 
occasional literature, our own or from 
other sources, in regard to some endow- 
ment, furnishing information which they 
or their clients may desire about institu- 
tions or fields of service, present or prob- 
able future needs, where the needs are 
great or already well provided for, etc. We 
do this whether the bequest or trust fund 
under consideration is likely to come to the 


Community Trust or not. We want these 
funds to be well set up to meet real com- 
munity needs regardless of any direct or 
personal interest we may have. 


So also with the institutions and social 
agencies which use endowments. They are 
concerned with the lack of adequate en- 
dowments and the problems of rigid en- 
dowments which fail to meet real needs. 
They, too, must join in the campaign of 
community education for better and freer 
endowments and for many more of them. 


The banks, the lawyers, the social agen- 
cies, the civic leaders, all these and more, 
should be active partners in this educa- 
tional Community Trust enterprise, help- 
ing to educate givers, testators, trustees, 
custodians, managers of capital funds for 
welfare purposes, not only how to give or 
accumulate such funds, but how to use 
them constructively, creatively, truly to 
promote the welfare of the people of our 
country. For I think that the influence and 
usefulness of Community Trusts should 
not stop at the city limits. 


Private Foundations 


NOTHER phase of Community Trust 
practice and example which has been 
generally overlooked is the growing vol- 
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ume of so-called family charity trusts or 
foundations. They are, of course, primarily 
due to the tax equation involved but they 
have certain definite advantages outside 
of the tax feature. In numerous instances 
they result in continuing support for use- 
ful charitable purposes which support 
might otherwise be subjected to the ups 
and downs of individual income and 
changing viewpoints. 


On the other hand there is grave danger 
of such individual trusts falling into the 
hands of uninformed successor trustees or 
bank trustees who may be too much influ- 
enced by limited knowledge or individual 
whims as to how such funds should be ex- 
pended to permit of their being distributed 
in a way that will provide the greatest 
good. Possibly this development of private 
foundations offers a new opportunity for 
local community trusts to work out a plan 
whereby the funds held in these personal 
foundations can be channelled in part, if 
not completely, through the Community 
Trust committee and thereby give the in- 
dividual grantor of such foundations the 
satisfaction of finding a better way to dis- 
pense such funds and at the same time in- 
suring their maximum usefulness for all 
the years to come. 


Likewise some mention should be made 
of the growth in similar charitable foun- 
dations established by corporations. It has 
become such a generally accepted practice 
now for corporations to contribute to the 
local community chest and other local wel- 
fare projects that in many instances large 
companies have established their own sep- 
arate charitable foundations. These offer 
two distinct advantages: one, as mentioned 
before, is the ability for regular alloca- 
tions to be made without being so com- 
pletely dependent upon current earnings. 
Another advantage beyond the tax benefits 
is that under such a plan an independent 
committee or board is created to deal with 
the problem of disbursement of funds set 
aside for this special purpose. This means 
that the problem is handled with much 
greater thoroughness and intelligence than 
it would be when left to the casual hand- 
ling by executive officers. In some in- 
stances, perhaps, these corporate founda- 
tions also may find it advantageous to di- 
vert the income or principal of such funds 
through a local community trust and to 
maintain a cooperative relationship in or- 
der to find ways and means for serving 
their local communities in the best possible 
manner. 





Freedom of Action 


ENTION should be made of the very 

great importance of provisions grant- 
ing to the trustees freedom to use either 
principal or income of funds under their 
control as far as possible. 

To some who believe strongly in the per- 
petuation of funds established as memo- 
rials this policy may seem out of place, but 
from the viewpoint of serving the greatest 
purpose there can be no doubt as to the 
wisdom of granting the greatest flexibility 
possible in the discretionary use of income 
or principal. 

We have recently seen the grave difficul- 
ties encountered by funds, established for 
a definite purpose and dependent upon in- 
come only, reaching a condition wherein 
declining yields made it impossible for the 
original purpose to be realized. Julius Ros- 
enwald, one of our greatest and wisest 
philanthropic citizens, set an interesting 
example by his insistence that all funds 
left by him should be completely expended, 
both as to principal and income, within 
twenty-five years after his death. To some 
this may seem too drastic in upholding the 
philosophy of requiring each generation to 
meet its own civic responsibilities, but the 
influence that this action has had upon the 
policy of granting the maximum flexibility 
in the control of trust funds has been ex- 
ceedingly beneficial. 


Public Information 


NGLAND in 1853 created under the 

government a Charities Commission 
which brought all charitable trusts and 
foundations under public control. More 
drastic measures were proposed in our 
own Congress during the depression for 
taxation of such trusts. Under any such 
law it might be difficult to screen the char- 
itable endowments or foundations which 
are valid and genuine from those which 
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are trivial or even fraudulent. Such laws 
could discourage constructive giving. 


The authors of a recent Russell Sage 
Foundation report and other authorities 
have proposed a counter remedy of public 
sentiment which would put pressure on all 
valid foundations, charitable trusts and 
endowment funds to publish annual re- 
ports showing frankly the amount of their 
endowment, in general how it is invested, 
the amount of their income and what they 
are doing with it. The useless pyramiding 
of endowments should be recognized and 
condemned as highly unethical and dan- 
gerous. 


Such open and aboveboard practices in 
all valid endowments should be encour- 
aged by the banks, the lawyers, endowed 
institutions, foundations and trusts as 
sound public policy. They should set the 
example for good practice. 


* * * 


There is morality in the Community 
Trust idea. There is sound public policy. 
There is stability for our communities and 
our institutions. There is progress. There 
is education. There is health. There is wel- 
fare. 
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A.B.A. Program Lined Up 


WINTHROP W. ALDRICH, chairman of the board 
of The Chase National Bank, New York; Ches- 
ter C. Davis, president of the Federal Reserve 
Bank of St. Louis; Dr. Marcus Nadler, profes- 
sor of finance, New York University; Beardsley 
Ruml, chairman of the board of R. H. Macy & 
Co., New York; and A. L. M. Wiggins, under 
secretary of the Treasury, will be among the 
headliners to address the annual convention of 
the American Bankers Association at Atlantic 
City, September 28 to October 1. Other speak- 
ers will include President C. W. Bailey, and 
the presidents of the four divisions. 

On September 29, the Trust Division mem- 
bers will listen to an address by their presi- 
dent, Evans Woollen, Jr., who is president of 
the Fletcher Trust Company, Indianapolis, and 
a panel discussion on “What the Trust De- 
partment Means to Our Bank.” Those partici- 
pating in the panel will be: John M. Wallace, 
president, Walker Bank & Trust Company, 
Salt Lake City; John H. Evans, president, Mc- 
Dowell National Bank, Sharon, Pa.; William 
L. Kleitz, president, Guaranty Trust Company 
of New York; Clarence R. Chaney, vice chair- 
man of the board, Northwestern National 
Bank, Minneapolis; and John S. Alfriend, 
president, National Bank of Commerce, Nor- 
folk, Va. 


Complete 
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INSURED SAVINGS — LIBERAL DIVIDENDS 
Legal for Trust Accounts 


Open an account by mail with — 


GEORGIA’S OLDEST FEDERAL 


FULTON COUNTY FEDERAL SAVINGS & LOAN ASSN. 


Ground floor Trust Co. of Georgia Bld’g 


WILLIAM M. SCURRY, President 
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Mid-Continent Trust Conference 


THE PROGRAM of the Mid-Continent Trust Con- 
ference which is to be held in Chicago on 
November 6 and 7 will include talks on trust 
investments, common trust funds, taxes, real 
estate values, and other timely trust topics, 
according to the preliminary announcement 
by Evans Woollen, Jr., president of the Trust 
Division of the American Bankers Association, 
and president of the Fletcher Trust Company, 
Indianapolis. The banquet speaker is John L. 
McCaffrey, president of the International Har- 
vester Company. 


The Corporate Fiduciaries Association of 
Chicago, whose president is Charles J. Roubik, 
vice president of the Harris Trust and Savings 
Bank of Chicago, will act as host to the con- 
ference. The states in the conference area 
are: Arkansas, Colorado, Illinois, Indiana, 
Iowa, Kentucky, Kansas, Louisiana, Michigan, 
Minnesota, Missouri, Nebraska, North Dakota, 
Ohio, Oklahoma, South Dakota, Tennessee, 
Texas, and Wisconsin. 





THE FIRST ANNUAL CONFERENCE of The Trust 
Division, New York State Bankers Association, 
will be held at Syracuse on October 24th. The 
speakers include Ray W. Steber, Trust Officer, 
Warren Bank and Trust Company, Warren, 
Pa., Bascom H. Torrance, Vice President, City 
Bank Farmers Trust Co., New York City, 
Leo P. Dorsey, Counsel, New York State Bank- 
ers Association, Earl S. MacNeill, Trust Offi- 
cer, Continental Bank and Trust Co., New 
York City. 


PENNSYLVANIA DEPARTMENT OF BANKING’S lat- 
est statement of the condition of state institu- 
tion trust departments shows a marked de- 
cline, which is attributable to the merger of 
two large banks with national banks under 
national charters. Trust funds as of June 30, 
1946 were $4,034,262,416 while this year they 
were $3,145,272,081. Corporate trusts declined 
from $3,817,178,663 to $3,220,864,174 in the 
same period. 
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PERSONNEL CHANGES IN TRUST INSTITUTIONS 


ALABAMA 


Montgomery—As of October 1, John C. Cur- 
ry will assume new duties at the FIRST 
NATIONAL BANK, where he was elected vice 
president and trust officer. Mr. Curry has had 
a broad background in matters of finance and 
taxation, having been in the office of the 
State Tax Commission 17 years, serving as a 
department head and as chairman. He is also 
active in various tax and civic associations. 


CALIFORNIA 


Westwood Village—L. F. Hancock was pro- 
moted to assistant trust officer at the SECUR- 
ITY-FIRST NATIONAL BANK. 


COLORADO 


Denver—A member of the legal staff of 
UNITED STATES NATIONAL BANK since 
last year, Munro L. Lyeth has been appointed 
assistant trust officer. 


CONNECTICUT 


Middletown—Fred W. Patenaude has been 
elected president of MIDDLETOWN NA- 
TIONAL BANK to succeed the late Allen W. 
Holmes. Before being elected vice president 
last January, he was for 10 years trust officer. 


DISTRICT OF COLUMBIA 


Washington 

— Earl G. Jon- 

scher was pro- 

moted to trust of- 

ficer of the 

AMERICAN SE- 

SCUBRLTY & 

TRUST CO. Wil- 

liam S. French 

elevated to assis- 

tant trust officer 

and assistant sec- 

retary, filling the 

position just va- 

cated by Mr. 

Jonscher. Follow- 

ing private law 

practice, Mr. Jon- 

EARL G. JONSCHER scher joined 

American Security in 1925. He served as chair- 

man of the Fiduciaries Section of District Bank- 

ers Association in 1943 and is a past president 

of the District of Columbia Life Insurance 
Trust Council. 


GEORGIA 


Columbus—Jack J. Pease, executive vice 
president of COLUMBUS BANK & TRUST 
CO. has been elected president to succeed the 
late W. C. Bradley. 


ILLINOIS 


Chicago — Ho- 
man D. Pettibone, 
president of CHI- 
CAGO TITLE & 
TRUST CO., has 
announced plans 
for a reorganiza- 
tion of the com- 
pany’s top per- 
sonnel, resulting 
in the appoint- 
ment of five men 
as senior vice 
presidents and 
six younger men 
to head the six 
operating divi- 
sions of the com- 
pany, effective 

November ist. The new senior vice presidents, 
relieved of the major part of their previous re- 
sponsibilities as administrators, will devote 
their attention to general policies and com- 
pany-wide problems, and serve also as advisors 
to the operating officers and to the president. 
They are: Chester R. Davis from the Trust 
Division; Kenneth E. Rice and Arthur C. 
Marriott from the Title Division; Harold A. 
Moore from the Administrative Division and 
Treasurer’s Office, and Harold L. Reeve from 
the Law Department. 


WILLIAM P. WISEMAN 


The operating vice presidents and the gen- 
eral counsel who will now head the six divi- 
sions of the company are: William P. Wise- 
man, Trust Division; Paul W. Goodrich, Title 
Division; Albert Y. Bingham, Investment Divi- 
sion; Joseph J. Snyder, Administrative Divi- 
sion, Joseph D. Shelly, Public Relations Divi- 
sion, and Charles F. Grimes, Law Division. 
Ages of the senior vice presidents range be- 
tween 51 and 64; of the vice presidents who 
are new division heads, between 41 and 47. 


Chicago—Joseph M. Long was elected vice 
president and will continue as assistant secre- 
tary and assistant trust officer in charge of 
the trust department of the PULLMAN 
TRUST & SAVINGS BANK. 


MASSACHUSETTS 


Boston—Franklin T. Bigelow has been elect- 
ed a vice president and trust officer of the 
DAY TRUST CO.; Francis Blake elected a 
trust officer; William C. Paulson advanced to 
trust officer, and Harold R. Austin to assistant 
trust officer. Mr. Bigelow was, until his con- 
nection with the Day Trust, an investment of- 
ficer of Old Colony Trust Co. and of the First 
National Bank of Boston. 





Boston —C. 
Rodgers Burgin 
has been elected 
president of the 
NEW ENG- 
LAND TRUST 
CO., succeeding 
Roger Pierce, re- 
tiring from ac- 
tive service but 
who becomes 
chairman of the 
board. Mr. Bur- 
gin was in the in- 
vestment _securi- 
ties business in 
Boston before en- 
tering banking in 
1932. President 
of the Savings Bank Association of Massachu- 
setts from 1945 until this year, Mr. Burgin is 
a member of the executive committee, Trust 
Company Division, Massachusetts Bankers As- 
socfation. 


C. R. BURGIN 


MISSISSIPPI 


Laurel—George F. Openshaw has been elect- 
ed trust officer of the FIRST NATIONAL 
BANK. His experience includes six years in 
the office of the Comptroller of the Currency 
in Washington, and he has a law degree from 
Southeastern University. 


NEW YORK 


New York—FULTON TRUST CO. elected 
John A. Mack treasurer, and named John 
Brooks secretary in addition to his present 
position of assistant trust officer. 


NORTH CAROLINA 


Winston-Salem—Robert L. Montague was 
appointed assistant trust officer of the WACH- 
OVIA BANK & TRUST CO. 
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OHIO 


Toledo —OHIO 
CITIZENS 
TRUST ¢CoO. 
elected Robert L. 
Knight a trust of- 
ficer. Formerly an 
assistant public 
relations officer of 
Howard Savings 
Institution of 
Newark, N. J., 
Mr. Knight will 
assist Thomas H. 
Kiley, vice pres- 
ident and trust 
officer, in trust 
administration. 


PENNSYLVANIA 


Pittsburgh—-FIDELITY TRUST CO. pro- 
moted W. K. Ahlers and Edward W. Wilson to 
assistant secretaries; James P. Reed to as- 
sistant treasurer. 


R. L. KNIGHT 


TEXAS 


Houston — William W. Stewart was made 
trust officer of the HOUSTON BANK & 
TRUST CoO. 


Houston—Arthur Trum, formerly assistant 
cashier and assistant trust officer, became as- 
sistant vice president and trust officer of the 
SOUTH TEXAS COMMERCIAL NATION- 
AL BANK. 


San Antonio—L. Smiley White has been 
elected a vice president of FROST NATION- 
AL BANK. He was formerly trust officer. 


BERMUDA 


Hamilton-—J. V. Murdoch succeeds George 
A. Kinney as trust officer and secretary of the 
BANK OF BERMUDA, following the latter’s 
retirement in June. 





Holman D. Pettibone, pres- 
ident of Chicago Title and 
Trust Company, congrat- 
ulates five newly appoint- 
ed senior vice presidents. 
From left to right: Harold 
L. Reeve, Arthur C. Mar- 
riott, Kenneth E. Rice. 
Mr. Pettibone, Chester R. 
Davis and Harold A. 
Moore. 





Trust Institution Briefs 


Effingham, Ill.—The Trust Certificate of the 
FIRST NATIONAL BANK was cancelled as 
of June 20. 


New Haven, Conn.—John R. Daniell, vice 
president, UNION & NEW HAVEN TRUST 
CO., has been appointed chairman of the Trust 
Committee of the Connecticut Bankers Asso- 
ciation. 

Indianapolis, Ind.—John M. Zuber, vice pres- 
ident and trust officer of AMERICAN NA- 
TIONAL BANK, has been elected chairman 
of the trust committee of the Indiana Bankers 
Association. 


Warren, Ohio—W. H. Fram, vice president 
of UNION SAVINGS & TRUST CO., has been 
named chairman of the Trust Committee, Ohio 
Bankers Association. 


Youngstown, Ohio—Absorption of the City 
Trust & Savings Bank into the DOLLAR 
SAVINGS & TRUST CO. became effective 
August 7th. 


Pittsburgh, Pa.—Western Savings & Depos- 
it Co. became part of the FIDELITY TRUST 
CO. on September 12. The entire staff of the 
former will be taken over and officers will be 
elected later. 


Danville, Va.—R. P. McConnell, vice pres- 
ident and trust officer of AMERICAN NA- 
TIONAL BANK & TRUST CO., was made 
chairman of the Committee on Trusts, Vir- 
ginia Bankers Association. 


Pennsylvania Trust Committees 


Sidney D. Kline, chairman of the Trust 
Company Section, Pennsylvania Bankers As- 
sociation and president of Berks County Trust 
Co., Reading, has announced the appointment 
of the following committee chairmen of the 
section: 

Costs and Charges: Robert A. Wilson, Penn- 


sylvania Company for Banking and Trusts, 
Philadelphia 


Trust Department Operations: George C. 
Xobinson, Fidelity-Philadelphia Trust Co. 


Law of Decedents Estates: Robert D. Fer- 
guson, Peoples First National Bank & Trust 
Co., Pittsburgh 


Trust Investments: C. L. Keister, Dauphin 
Deposit & Trust Co., Pittsburgh 


Smaller Trust Departments: Ray W. Steber, 
Yarren Bank & Trust Co. 


Co-operation with the Bar: Frank G. Sayre, 
nnsylvania Company for Banking & Trusts 


Robert U. Frey, assistant treasurer of the 
nnsylvania Company for Banking & Trusts, 
irted on his 33rd year as secretary-treasurer 
the Section. 


First Canadian Insurance 
Trust Council 


HE LIFE INSURANCE-TRUST COUN- 

CIL OF TORONTO, organized early this 
year is believed to be the first such group 
to be established 
in Canada. Oper- 
ating without an 
elaborate execu- 
tive set-up, the 
Council is com- 
posed of three 
representatives 
from the Life Un- 
derwriters Asso- 
ciation of Toronto 
and three repre- 
sentatives from 
the Trust Com- 
panies Associa- 
tion of Ontario. 
The present rep- 
resentatives are, 


M. W. SPARLING respectively, 


A. Roy Courtice, The Toronto General Trusts 
Corporation, Terence Sheard, National Trust 
Company Limited, and Gordon F. Harkness, 
Montreal Trust Company. 

Morley W. Sparling, Ryrie Smith and An- 
drew Elder. 

The Council has so for appointed only one 
officer, Mr. Sparling, as Chairman. Secretarial 
work in connection with the Council is being 
handled by the secretaries of the two Asso- 
ciations. 





I. A. Long, vice president in the trust depart- 
ment of the Mercantile-Commerce Bank and 
Trust Co., St. Louis, is shown at left presenting 
some of the rare mechanical banks of his col- 
lecticn over Television Station KSD-TV. Mr. 
Long was interviewed by Frank Eschen, (right) 
Director of Special News Events over Station 
KSD and Station KSD-TV. 





In Memoriam 


JOSEPH F. GOVAN, vice president of the 
City National Bank & Trust Co. of Chicago, 
formerly representative for Halsey, Stuart & 
Co., and vice president of the Transamerica 
Corporation. 


EDWARD W. JOHNSON, president of 
Warren (Pa.) National Bank. 


COL. HERBERT V. PUSCH, vice president 
of Detroit Trust Co. 


W. C. BRADLEY, president of the Colum- 
bus (Ga.) Bank & Trust Co. and former chair- 
man of the board of the Coca-Cola Company. 


PRESTON B. DOTY, president and chair- 
man of the First National Bank, Beaumont, 
Texas. 


THE BANK OF BERMUDA, LIMITED, according to 
its annual report for the year ending June 30, 
1947, had a Trust Department income of 
15,536 pounds as against a Department ex- 
pense of 9,339 pounds. Its business continues 
to show an advancing Trend. 


Trust SECTION, Louisiana Bankers Associa- 
tion, elected the following: Chairman: Francis 
C. Doyle, National Bank of Commerce, New 
Orleans; Vice-Chairman: C. A. Broussard, 
Guaranty Bank & Trust Co., Alexandria; 
Secretary: C. Clinton Doskey, Jr., Whitney 
National Bank, New Orleans. 


Home of the new Rio de Janeiro branch of 
the First National Bank of Boston. The bank 
occupies four air-conditioned floors and the 
basement of the building at Avenida, Rio 
Branco 18. The First National is the oldest 
chartered bank in the United States, and the 
first to finance an import from a foreign 
country. 
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Field Building in Trust 


CHICAGO TITLE AND TRUST COMPANY recently 
took title to the Field Building from Marshall 
Field, III, publisher and editor of the Chicago 
Sun,, to be held in trust for the benefit of the 
Field Foundation. The rental income of the 
building will be used to enlarge the endowment 
of the Field Foundation, a charitable corpora- 
tion organized under the laws of New York. 


At the same time, the Chicago Title and 
Trust Company, as trustee, executed a mort- 
gage to the Prudential Life Insurance Com- 
pany of America in the sum of $18,500,000, 
substantially all of the proceeds of which will 
be paid to Marshall Field. The mortgage is the 
largest ever placed in the city of Chicago on a 
single building and is exceeded in size only by 
that covering the Radio City development in 
New York City. The structure itself is an ul- 
tra-modern 44-story office building, on’a plot 
measuring 189 feet by 320 feet, bounded by 
LaSalle, Adams and Clark containing approx- 
imately 1,000,000 square feet of rentable area, 
and is known as one of the finest office struc- 
tures in the country. 


Newest branch office of The National City 
Bank of Cleveland which opened September 3, 
at 10710 Lorain Avenue. President Sidney B. 
Congdon stated that this new office, which is 
the fourth branch, will use a recently devel- 
oped posting machine for commercial deposits 
which will do away with the necessity of the 
old style passbook. Instead of the passbook, 
checking account customers will receive a 
registered deposit receipt. 





Library to Receive Peddler’s Fruits 


A SECRETIVE FRUIT PEDDLER early this month 
presented his investments of over one million 
dollars to the National Shawmut Bank of 
Boston as co-trustee with himself of a fund 
for the benefit of the Boston Public Library. 
Income is to be accumulated until the principal 
reaches two million dollars at which time one 
million is to be set aside for the building of a 
wing. The income is then further to be accum- 
ulated until the fund reaches two million 
and thereafter the income is to be used to 
earry out the work of the library. The one- 
time peddler, John Deferrari, amassed his 
fortune without the aid of banker, secretary, 
bookkeeper or telephone. 





THE AMENDED CLIFFORD REGULATIONS 


A. JAMES CASNER 
Professor of Law, Harvard University; Associated with Ropes, Best, Coolidge & Rugg, of Boston 


N discussing the new Clifford Regulations 

in the February 1947 issue of Trusts and 
Estates, my principal purpose was to outline 
a course of action for trustees who were 
faced with the necessity of taking some ac- 
tion with respect to 1946 income tax returns 
in the midst of all of the uncertainties as 
to the final form which T.D. 5488 would 
take and in the light of the doubtful valid- 
ity of the T.D. itself. 

Recently the Treasury Department pro- 
mulgated T.D. 5567 which is the old T.D. 
5488, insofar as it appled to the taxation of 
the settlor of a trust under Section 22(a), 
modified to reflect certain changes which in 
the main are in favor of the settlor of a 
trust. Thus the trustees may well raise the 
question, “What do we do now?” 

Since the discussion in the February 1947 
issue was based on the assumption that the 
amendments then proposed to T.D. 5488 
would be adopted and since the new T.D. 
5567, with a few exceptions, is T.D. 5488 
as modified by these amendments, the out- 
line there given as to what trustees should 
do with respect to 1947 income. 


Effective Amendments 


D. 5567 has adopted all the proposed 
. amendments to T.D. 5488 insofar as 
the first category of cases is concerned, that 
is, the situation where the settlor will or 
may reasonably be expected to become en- 
titled to possession of the income or corpus 
after a reasonably short period of time. 
T.D. 5567 does not adopt verbatim the 
proposed amendments to T.D. 5488 insofar 
as the second category of cases is con- 
cerned, that is, the situation where there is 
a power in the settlor or any person not 
having a substantial adverse interest to de- 


*Limited number of copies are available.—Ed. 


termine or control beneficial enjoyment of 
income or corpus. Instead T.D. 5567 rear- 
ranges what was the substance of excepted 
powers 3, 4 and 5 so that what were former- 
ly three excepted powers have become two 
excepted powers (3 and 4) and the rear- 
rangement classifies the exceptions with 
reference to the person by whom the power 
is exercisable. The result of this rearrange- 
ment, plus some basic rewording, is to pro- 
tect the settlor from tax liability where 
broad powers to affect income or corpus are 
given to an independent trustee, even 
though there is a co-trustee who is related 
to the settlor or subordinate to him. If; how- 
ever, the exercise of the power does not re- 
quire the concurrence of an unrelated and 
non-subordinate trustee, then T.D. 5567 ex- 
cepts the power only under rather limited 
circumstances.., 


T.D. 5567, insofar as the third category 
of cases is concerned, that is, the situation 
where administrative control is exercisable 
for the benefit of the settlor, permits a trus- 
tee (other than the settlor or spouse living 
with the settlor) to have a general lending 
power to make loans without security to the 
settlor and other persons or corporations 
upon the same terms and conditions, and 
permits nonfiduciary powers in a person 
having a substantial adverse interest, and 
eliminates in the listing of administrative 
controls which may not be held in a nonfi- 
duciary capacity the power which enables 
the settlor to borrow money with adequate 
security. Otherwise the proposed amend- 
ments to T.D. 5488 have been adopted so far 
as administrative powers are concerned. 


T.D. 5567 does not deal with the fourth 
category of cases, that is, the situation 
where the beneficiary has a power exer- 
cisable solely by himself to vest corpus or 
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income in himself and hence is treated as 
the owner for income tax purposes. 


Later Developments 


EVERAL things have happened since 

the publication of the earlier article 
which trustees should keep in mind in de- 
termining their course of action. 

Mimeograph 6156 was issued at the same 
time T.D. 5567 was promulgated and pro- 
vides that where the settlor’s control over a 
trust created prior to January 1, 1946 is 
terminated prior to January 1, 1948, it will 
be the Bureau’s policy not to assert tax lia- 
bility against the settlor for 1946 and 1947 
under T.D. 5567. However, the settlor may 
be liable for the tax for any period of time 
prior to the relinquishment of his control 
if he would have been liable for the tax on 
the income from the trust under Section 
22(a) as interpreted by the courts. Thus 
this Mimeograph opens the door to doctor- 
ing up these trusts before the end of 1947 
and thereby relieve the settlor from income 
tax liability under T.D. 5567. The problems 
which trustees face under this new Mimeo- 
graph are no different from the problems 
the trustees faced before in connection with 
doctoring up these trusts and the discussion 
in the February issue covers this point. 

Congress at its last session passed an act 
which extends to December 31, 1947 the 
time within which the settlor of a trust cre- 
ated before January 1, 1939 may release, 
without liability for gift tax, certain pow- 
ers of control which are short of a power to 
revest title to the trust property in the 
settlor. This act, in other words, extends 
the time for the release of the so-called San- 
ford powers, so named after the Sanford 
case. This act may be of significance to 
settlors who are releasing powers in order 
to avoid income tax liability under T.D. 
5567. It is of no particular significance, 
however, to trustees generally. 

Congress at its last session also passed 
an act extending to July 1, 1948 the time 
for releasing powers of appointment created 
before October 21, 1942 without gift tax 
liability on the donee of such power of ap- 
pointment. If the settlor of a trust is liable 
for the tax under T.D. 5567 because of a 
power in a trustee, which power is also a 
power of appointment in the trustee, the 
act just mentioned above may be signifi- 
cant to the trustee if he releases his power 
of appointment in order to save the settlor 
from income tax liability. This act is only 
relevant, however, when the trustee or one 
of the trustees is an individual. 





CURRENT FEDERAL TAX NOTES 


SAMUEL J. FOOSANER 


Counsellor at Law, Newark, N. J.; Special Tax Lecturer at New York University, 
University of Miami, Rhode Island State College, and Practising Law Institute 


Income Tax 


Only amounts actually distributed held 
deductible by estate. Decedent left residue 
of estate, after specific bequests, one-half 
to his widow end one-sixth to each of his 
three children. Will contained no provision 
with respect to payment of income of estate 
during period of administration. Estate 
distributed part of income. Under Cali- 
fornia law, beneficiaries, upon petition to 
Probate Court, would have been entitled to 
order for payment of entire income. Estate 
claimed deduction for entire amount of in- 
come HELD: Estate’s entitlement to de- 
duction is limited to amounts actually dis- 
tributed. Estate of Zellerbach v. Comm., 9 
T.C. No. 12, July 22. 


Renewal commissions taxed to insurance 
agent’s estate as ordinary income. De- 
cedent was an underwriter affiliated with 
an insurance brokerage house. Through him 
the Statler Hotels gave all their insurance 
patronage to that brokerage house. At time 
of his death, decedent had agreement where- 
by he received one-half of net brokerage 
commissions received from the account. 
In event of his death, like payments were 
to be made to his estate for six years. Upon 
his death, decedent’s widow, as executrix, 
“sold” business flowing from her husband’s 
customers to same brokerage house. Pur- 
chase price was stated as one-half of the 
commissions received from his accounts for 
six years. Estate treated amounts received 
as long-term capital gains from sale of 
capital assets. The Commissioner claimed 
sums received were taxable in full. HELD: 
For Commissioner. Under Section 126, In- 
ternal Revenue Code, character of receipts 
by estate is determined by what they 
would have been in hands of decedent had 
he lived. Sale could not be treated as one 
of capital asset since there was no capital 
asset to sell. This case was not one of 
business having tangible assets. Sale of 
tight to commissions was an assignment of 
uture income ineffectual for income tax 
‘urposes. Payments received by estate were 
axable as ordinary income to estate. Estate 
of Remington v. Comm., 9 T.C. No. 13, 
luly 23. 


Trusts required to exclude non-taxable 
portion of taxable gains in computing char- 
itable contribution deduction. Under terms 
of trust, 45% of net income was to be dis- 
tributed to charitable corporation. Remain- 
ing 55% was to be paid to designated indi- 
viduals. Upon death of said individuals 
corpus was to be distributed 45% to the 
charitable corporation and 55% to certain 
other persons. Portion of trust income con- 
sisted of long-term capital gains, only part 
of which was includible in taxable net in- 
come. Trust claimed as a deduction 45% 
of net income, including full amount of 
capital gains. Commissioner’s position was 
that trust was limited to deduction of 45% 
of taxable income. HELD: Charitable con- 
tributions of trust income are by statute 
deductible “without limitation.” This 
phrase, however, signifies merely that 15% 
limitation on contributions is not applicable. 
Deduction for contributions had to be from 
“gross income.” This meant statutory gross 
income, which includes only taxable por- 
tion of long-term capital gains. Comm. v. 
Central Hanover Bank & Trust Co., 
C.C.A.-2, July 24. 


Estate Tax 


Remote possibility of reverter by oper- 
ation of law held insufficient to cause in- 
clusion of trust in gross estate. Decedent 
created trust prior to 1931, retaining income 
for life. Upon her death, principal was to be 
divided into four parts and income there- 
from to be paid to four beneficiaries. On 
death of any beneficiary, his share of corpus 
was to be distributed among decedent’s 
grandchildren then living, or their issue, 
per stirpes. If all four beneficiaries and 
their issue predeceased decedent, decedent 
would have been entitled to return of prop- 
erty, although there was no specific pro- 
vision to this effect. Commissioner con- 
tended trust should be included in de- 
cedent’s estate. HELD: Decedent’s only 
interest in trust corpus was a remote pos- 
sibility of reverter by operation of law. 
Such possibility,. standing alone. is not 
sufficient to render corpus includible. Estate 
of Platt v. Comm., T.C. Memo., July 29. 
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Transfers held in contemplation of death. 
At age 85, less than one year prior to his 
death, decedent distributed major portion 
of his estate to his three children. He had 
never made substantial gifts before to any 
of his children. At time of transfers, de- 
cedent was suffering from several ailments, 
including heart condition. HELD: Tax- 
payer failed to overcome statutory pre- 
sumption that gifts made within two years 
prior to death are made in contemplation of 
death. Transfers were therefore includible 
in decedent’s gross estate. Estate of Good- 
rich v. Dallman, U.S.D.C., So. D. Ill, So. 
Div., July 14. 


Trusts included in gross estate as result 
of possibility of reverter by operation of 
law. Decedent executed two irrevocable 
trusts in 1917 and 1918 respectively. Under 
1917 trust, income was to be paid to de- 
cedent’s daughter. If decedent’s wife sur- 
vived daughter, income was to be paid to 
her for life. Provision was made for dis- 
position of remainder under certain con- 
tingencies. On actual facts, decedent had not 
disposed of remainder interest. In action 
for construction of trust instrument, New 
York court held that daughter, having sur- 
vived her mother and decedent, was en- 
titled to corpus. Under 1918 instrument 
daughter received $1,000 annually from 
income. Remaining income was payable to 
decedent’s wife. If she predeceased daugh- 
ter while decedent survived, balance of 
trust income was to be paid to him or his 
estate. If daughter died without issue, re- 
mainder was to devolve to residuary leg- 
attes under wife’s will. Wife died and under 
her will trust principal was to be received 
by those of her residuary legatees surviv- 
ing both her daughter and decedent. 
HELD: 1917 trust was includible in view 
of fact that daughter had to survive de- 
cedent and her mother in order to receive 
corpus. Likewise, under 1918 trust, pos- 
session or enjoyment of property trans- 
ferred was postponed until after decedent’s 
death. This was substantiated by deced- 
ent’s retention of income interest for period 
that did not in fact end before his death. 
Since estate tax is based on value at time 
of death, value of annuity to daughter was 
claimed under 1918 trust. Estate of Bradley 
v. Comm., 9 T.C. No. 20, July 31. 


25% penalty imposed for failure to file 
estate tax return on time. Upon decedent’s 
death, executors filed required notice of 
death. Three months’ extension for filing 
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estate tax return was obtained, but return 
was not filed until ten months after due 
date, as extended. Firm of attorneys who 
prepared return claimed that they were 
engaged in war work and that they had lost 
large part of staff. Attorney charged with 
preparation of return made campaign for 
election of judge and left employment just 
prior to time return was actually filed. 
Executors claimed that delay in filing was 
due to voluminous return, number of ap- 
praisals required, and their desire to file ac- 
curate return. HELD: Penalty was properly 
imposed. Absence of wilful neglect is not 
equivalent to reasonable cause. Mere desire 
to file more accurate return is not reason- 
able cause for delay, since regulations spe- 
cifically provide for filing of supplemental 
information. Only a return “as complete as 
possible” was required within time limit. 
Erroneous impression that filing notice of 
death was sufficient compliance with law 
does not justify delay. Estate of Goldstein 
v. Comm, T.C. Memo., July 30. 


Transfer of life insurance policies in 
trust held testamentary in character and 
includible in gross estate. Decedent trans- 
ferred policies of insurance on his life to 
trustee. Trust agreement provided that 
trustee was bound to make loans to execu- 
tors or trustees under decedent’s will. Upon 
decedent’s death, insurance proceeds were 
to be held by trustee for lives of decedent’s 
two sons, or until trustees or executors 
under decedent’s will notified trustee that 
proceeds were no longer necessary for loan 
purposes. Executors included in gross estate 
that portion of insurance proceeds attribut- 
able to premiums paid by decedent after 
January 10, 1941. Commissioner contended 
that entire proceeds were includible as 
transfer in contemplation of, or intended 
to take effect at, death, HELD: Creation 
of trust was part of general scheme in- 
volving disposition and administration of 
decedent’s estate at his death. Beneficiaries 
had no present interest in policies. Testa- 
mentary character of transfer is shown by 
purpose stated in trust agreement to pro- 
vide necessary funds for decedent’s exe- 
cutors to conserve assets in his estate dur- 
ing administration. Transfer of policies in 
trust was in contemplation of death and 
intended to take effect in possession or en- 
joyment at or after death. Estate of Sloan 
v. Comm., T.C. Memo. July 9. 


Value of shares_in Mexican realty cor- 
poration not excludible as real property sit- 





uated outside United States. Decedent was 
sole stockholder of Mexican corporation 
whose assets included only real estate lo- 
cated in Mexico. Prior to decedent’s death, 
Mexican government enacted statute re- 
quiring at least five stockholders in this 
type of corporation, and dissolving all cor- 
porations having less than minimum num- 
ber of stockholders. Mexican law provided 
that upon dissolution of a corporation prop- 
erty was to be delivered to liquidator for 
purposes of winding up business and dis- 
posing of assets. HELD: While real proper- 
ty situated outside United States is not 
ineludible in gross estate, here liquidation 
had not yet been started. Although corpor- 
ation was dissolved, decedent’s interest was 
still personalty until actual liquidation. E’s- 
tate of Hard v. Comm., 9 T.C. No. 6, July 14. 


Relief denied where claim for refund not 
filed. Decedent was record owner of certain 
stock. An additional estate tax was pro- 
posed. Decedent’s executors did not file a 
protest. Instead they obtained numerous 
extensions on ground that ownership of 
stock was being litigated and if it should 
be decided that stock did not belong to 
decedent, there might be no taxable estate 
whatever. Ultimate decision was that stock 
did not belong to decedent. Executors claim- 
ed over-payment resulting from elimination 
of stock from decedent’s gross estate. 
HELD: Although estate paid more taxes 
than were due, it could not get refund be- 
cause no claim for refund was filed. Estate 
of Hansen v. Comm., 9 T.C. No. 14, July 24. 


Gift held in contemplation of death. De- 
cedent made gifts. to her children of ap- 
proximately $75,000 during the years from 
1922 to 1932. Gifts were so spaced that no 
gift tax was incurred. In the last two years 
of her life, during part of which she suf- 
fered from incurable disease, she made 
gifts of approximately $200,000. In previ- 
ous eight years she made no gifts what- 
ever. She died at age 78 with an estate of 
less than $10,000. Government taxed gifts 
she made during two years prior to her 
death. HELD: Gifts constituted substitute 
for testamentary disposition and were made 
in contemplation of death. It is unbelievable 
that a woman of decedent’s intelligence did 
not have some idea as to nature of her ail- 
ment. Disposition of her estate in last two 
years in reckless disregard of gift tax law 
was hard to reconcile with her previous 
sift policy. Estate of Bassett v. Comm., T.C. 
Memo, July 28. 


Real estate taxes accrued at death deduct- 
ible only in amount paid. At decedent’s 
death, real estate taxes ‘and penalties had 
accrued on certain of his properties. Two 
suits were instituted by taxing authorities 
to enforce their liens. One suit was settled 
by estate for smaller sum than had been 
claimed. The second was still pending. 
HELD: Estate deduction is limited to 
amount paid in settlement of suit. Since 
there is no showing that any amount will 
be paid in the litigated matter, no deduc- 
tion is allowable with respect to these 
taxes and penalties. Estate of Metcalf v. 
Comm., C.C.A.-6, May 5. 


Gift Tax 


No gift tax due on payment by beneficiary 
of insurance premiums on policy transfer- 
red to trust. Taxpayer’s husband transfer- 
red insurance policy on his life to irrevoc- 
able trust for benefit of taxpayer and their 
two children. Upon policy maturing, trustee 
was to collect proceeds and pay amount out 
to taxpayer over remainder of her life. Tax- 
payer’s two children were named as con- 
tingent beneficiaries in event of her death 
before entire principal was exhausted. Tax- 
payer paid all premiums on policy. Com- 
missioner claimed these payments consti- 
tuted gifts, subject to gift tax. HELD: 
There was no donative intent and no gift 
tax due. Gift to trust must be regarded as 
gift to beneficiaries of trust. Wife was prin- 
cipal beneficiary and only one whose inter- 
est was direct and unconditional. Transfer 
to one’s self cannot be gift — property 
must be transferred to another. It was to 
taxpayer’s own financial advantage that 
premiums be paid and policy be kept in 
force. Seligmann v. Comm., 9 T.C. No. 31, 
August 15. 


Payment to husband in event of divorce 
held without consideration and subject to 
gift tax. Taxpayer entered into separation 
agreement with her husband, under which 
she paid him $50,000 and he released all 
claims to her property. At same time, she 
entered into oral agreement that she would 
pay him another $50,000 when and if she 
obtained a divorce. Divorce was granted, 
and court approved the separation agree- 
ment as fair and reasonable in all respects, 
making no reference, however, to oral agree- 
ment. After divorce was granted, taxpayer 
paid additional $50,000 pursuant to oral 
agreement. Commissioner: sought to im- 
pose gift tax on $100,000. HELD: Second 
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$50,000 payment was subject to gift tax. 
By transfer of first $50,000 taxpayer freed 
her property from unliquidated claims of 
her husband. Transaction was at arms- 
length and it could be assumed that she 
received her money’s worth. As to second 
$50,000 payment, taxpayer failed to show 
that it was made for adequate and full con- 
sideration. There was no mention of this 
$50,000 in divorce decree. It was something 
over and above what divorce court thought 
fair and reasonable. Estate of Barnard v. 
Comm., 9 T.C. No. 7, July 16. 


No gift tax due on payment for support 
under separation agreement. Husband made 
lump sum payment to his wife of $586,000 
pursuant to separation agreement which 
was incorporated in divorce decree. Com- 
missioner argued that approximately $300,- 
000 represented value of wife’s right of 
support and that remaining $286,000 con- 
stituted taxable gift. HELD: Fair value 
of husband’s obligation to support his wife 
was not less than amount paid to her. Both 
parties were represented by counsel and 
negotiations were at arms-length. There 
was no gift, and therefore no tax due. 
Estate of Gould v. Comm., T.C. Memo, 
June 30. 


Revenue Bureau Rulings 


Income of estate derived from surviving 
wife’s share of community property in 
Idaho held taxable to wife. Treasury had 
previously held that in California wife is 
taxable on income received during admin- 
istration which is derived from her share 
of community property. It had held that this 
principal was not applicable to community 
property laws of Washington and Texas 
on ground that on death of husband entire 
community property belongs to his estate 
for purposes of administration. This prin- 
ciple is held to apply to Idaho community 
property law. In Idaho, as in California, 
surviving wife’s half of community prop- 
erty, though subject to administration, 
never becomes part of deceased husband’s 
estate. Subject to community debts, wife 
takes one-half of community property as 
matter of right and not by descent. I.T. 
3861, Internal Revenue Bulletin, 1947-16- 
12609 (p. 7). 


Long term capital gain treatment ap- 
plicable only in case of qualified trusteed 
plan. Section 165(b) Internal Revenue 
Code provides that distribution made to 
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employee on account of his separation from 
service under qualified plan is considered, 
to .extent it exceeds amount contributed 
by employee, as long-term capital gain. This 
favored treatment, however, is afforded 
only when there exists a qualified trusteed 
plan. It does not extend to a non-trusteed 
group annuity contract. PS. No. 61, August 
12. 

The Bureau of Internal Revenue has ap- 
proved community property laws recently 
passed by Pennsylvania and Nebraska. 
Thirteen states and Hawaii now have re- 
ceived approval which means tax savings 
for couples who divide their income to gain 
the benefit of lower tax percentages. 





Tax Overlapping 


URING the fiscal year 1946, when Federal 

tax collections (exclusive of payroll taxes) 
amounted to about $39 billion and State tax col- 
lections (exclusive of payroll taxes) amounted 
to $4.9 billion, tax categories used by both 
levels of government accounted for more than 
90% of all collections, according to a recent 
study made by the Treasury Department. At 
the present time the income tax is the most 
important single source of Federal revenue and 
an important source for the 3 states and Dis- 
trict of Columbia which impose the tax. Ex- 
emptions granted by the States are generally 
higher than that of the Federal law. Four of 
the five states which provide for credits allow 
amounts lower than the Federal $500 exemp- 


tion. 


As a result of the deductibility feature found 
in the Federal law and in two-thirds of the 
State laws, the combination of Federal and 
State rates cannot be confiscatory, the study 
states. If reciprocal deductibility exists the 
maximum combined rate is 85.86% but if the 
State denies the deduction the maximum com- 
bined rate is 87.68%. The adoption of uniform 
definitions of income by the States and the 
Federal government would make the use of a 
joint income tax return practicable. While each 
state could apply its own tax rates there could 
be uniform or combined administration. Sub- 
stantial progress has been made in recent 
years toward coordination of administration. 


The Federal estate and gift tax produced 
less than 2% of the Internal Revenue collec- 
tions during fiscal year 1946. Similar state 
taxes produced 3% of their collections. The 
inheritance tax, the estate tax not based on 
state death taxes fall into four types; the 
the Federal levy, the estate tax based on the 
Federal levy, and the differential estate tax. 
A difficult problem in this field is the question 
of jurisdiction arising from domicile. It has 
been suggested that the Federal government 
act as arbitrator in the absence of comity. 
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Community Property and Principal and Income Acts 
of Pennsylvania 


E. C. SHAPLEY HIGHLEY 


Shoyer, Rosenberger, Highley & Burns, Philadelphia; 
Contributing Legal Editor of Trusts and Estates 


N addition to the new Wills, Intestate, 

and Estates Acts (see Trusts and Es- 
tates for July 1947), Pennsylvania adopted 
in 1947 other legislation of interest to prac- 
titioners in the field of trusts and estates. 

The Act which has evoked the most wide- 
spread interest is the Community Property 
Law, Act No. 550, approved July 8, 1947. 
Although intended primarily for income tax 
relief, the Act, of course, affects property 
rights between spouses both during life 
and at death. The Act is an almost ver- 
batim transcript of the Oklahoma Commun- 
ity Property Statute of 1945, probably for 
the reason that the Oklahoma Act has been 
approved by the Bureau of Internal Rev- 
enue as effectively establishing a commun- 
ity property system with respect to income 
taxes (I. T. 3782). 

Briefly, the law preserves to each spouse 
his or her property at the time of marriage, 
and property thereafter acquired by gift, 
inheritance, or as compensation for per- 
sonal injuries, and all bank accounts are 
presumed to belong to the spouse in whose 
name the account stands, regardless of the 
source of the funds. Ail other property of 
the spouses is community property. The sev- 
erance of the marriage by death or divorce 
severs the community interest, and the 
property thereafter passes as if held by 
the spouses as tenants in common. 

The management of the community prop- 
erty is in the husband, except such com- 
munity property as may be held in the 
wife’s name. Community property is sub- 
ject to the community debts as defined by 
the Act, and at death of the first spouse, 
the survivor becomes the manager for li- 
quidation, payment of community debts, 
and the division of the net balance equally 
between the decedent’s estate and the sur- 
vivor. Property in being may be trans- 
muted from community property to the 
separate property of either spouse, but no 
provision is specifically made for transfers 
to both spouses jointly with right of sur- 
vivorship or as tenants by the entireties. 
The requirement that the property be in 

ssé seems to prevent a general ante-nup- 
‘‘al release of community rights. The in- 


capacity of one spouse is provided for, but 
not for both spouses. Since there is no ef- 
fective date mentioned in the Act, by gen- 
eral statute the Act becomes effective Sep- 
tember 1, 1947. 


Principal and Income Changes 


YHE Uniform Principal and Income Act 
‘| of 1945 was repealed, and a revised 
Act (No. 516, approved July 3rd; effective 
same date) was adopted. An important 
change was the rewriting of the section on 
apportionment of the proceeds of unpro- 
ductive property, and substituting what, in 
reality, was the case law prior to 1945, 
with certain modifications which experience 
indicated were desirable. 

Apportionment now extends to all inter- 
est-bearing obligations; the income bene- 
ficiary receives all the interest earned 
pending conversion up to the amount of the 
arrears, and is not required to refund it 
even though it amounts to more than he is 
entitled to in the apportionment of the pro- 
ceeds of the conversion; and unless con- 
version occurs before final distribution, 
there is no apportionment. The carrying 
charges pending conversion on all unpro- 
ductive property are paid from principal 
to the extent that income of each particular 
property does not equal the carrying 
charges. 

Interest and penalties on inheritance and 
estate taxes are payable from principal to 
the extent they exceed the rate of return 
earned by the estate. 

Another section which was rewritten 
was that dealing with the disposition of 
natural resources. The arbitrary, but sim- 
ple, rule has been provided whereby one- 
third of the net return goes to income and 
the balance to principal, but all the pro- 
ceeds of sale of the natural resources go 
to principal if payable otherwise than as 
rents or royalties. 

Also, now exempt from apportionment 
are dividends. The provision allotting stock 
dividends to principal has been more closely 
defined to be stock of the same kind and 
rank as the stock on which the dividend is 
declared. In reorganizations, the shares is- 
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sued in exchange for stock on which there is 
an accumulation of dividends, the corpora- 
tion’s apportionment in its plan of reor- 
ganization between principal and arrears 
of dividends is conclusive, and in absence 
of a corporate designation, principal is re- 


TRUSTS and ESTATES—-September 1947 


stored to its intact value, the balance paid 
to income to the extent of the arrears, and 
the balance, if any, goes to principal. 

The provision permitting the creator of 
the trust to provide for allocations different 
from those of the Act is retained. 


Recent Legislation Affecting Estates and Trusts 


California 


Ch. 506: Provides that in the absence of 
provisions to the contrary in the trust a trustee 
may lease trust property for any reasonable 
time and that such lease shall not be impaired 
by reason of the termination of the trust prior 
to the expiration of the lease. As to lessees and 
encumbrancers of the leasehold, the reason- 
ableness of the term is conclusively presumed, 
except that in the case of testamentary trusts 
this presumption applies only if an order of 
court is obtained. 


Ch. 527: Provides that an executor or ad- 
ministrator, with the approval of the court, 
may compromise rights of action for the 
wrongful death or injury of his decedent. 

Ch. 820: Makes various concessions in re- 
spect of exemption from inheritance taxes of 
the estates of persons dying in the military 
service. 


Ch. 734: Changes Inheritance Tax Act to 
provide that tangible as well as intangible 
personal property acquired while domiciled 
elsewhere is community property if it would 
not have been separate property had it been 
acquired in California. 


Connecticut 


P.A. 66: Permits the executor to divide the 
estate where a division was directed but the 
testator failed to appoint anyone to make it. 

P.A. 382: Disallows inheritance from mur- 
dered man by convicted murderer or accessory, 
such persons being considered as having pre- 
deceased the victim. 

P.A. 437: Provides for the inclusion in the 
residue of real estate specifically devised which 
has lapsed. 


Michigan 


Act 175: Subjects to Intangible Tax proper- 
ty of resident beneficiary of trust property 
administered outside state. 

Act 45: Provides for appointment of con- 
servators of estates of absentees because of 
war service. 

Act 80: Provides for confirmation or disap- 
proval of referee’s report on estate within 10 
days unless objected to. 

Act 164: Eliminates necessity of appraisal 
of cash or moneys on deposit belonging to 
estate. 


Act 245: Amends uniform veterans guar- 
dianship act to permit court to release bonds 
of corporate fiduciaries in veterans’ estates. 


Act 166: Prescribes regulations for fiduciar- 
ies voting corporate stock. 


Act 273: Permits partial determination and 
payment of inheritance tax to save discount. 


Act 50: Permits fiduciaries to include value 
of real estate in computation of statutory fee 
within court’s discretion. 


Act 135: Permits court to appoint succes- 
sor fiduciary in closed but not fully admin- 
istered estate. 


Act 332: Provides for sale of property owned 
by entirety by insane or incompetent spouse. 


Act 329: Provides new method of escheating 
property to State. 


Texas P 


H.B. 221: Enacts provision for inheritance 
between adopted adults and adoptive parents. 


* 3% * 
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NOTES ON CURRENT LITERATURE 


BOOKS 


Standard Annotated Forms of Wills 


SAUL GORDON. Prentice-Hall, New York. 933 pp. 
$10. 


Adding to his other famous volumes of 
forms the author now produces this carefully 
selected collection on the delicate and exact 
subject of wills. The distinctive classifications 
are those with trust provisions and those with- 
out, within which appear several complete in- 
struments for husbands, wives, widowers, 
widows, and unmarried men and women, there- 
by taking into account the peculiarities of each 
status. To make the material more useful mis- 
cellaneous will clauses and forms relating to 
wills and estates have been included. Keeping 
in mind the special requirements of his own 
jurisdiction, as the lawyer must, he will find 
this is a handy and useful time-saver. 


Modern Pension Plans 


HUGH O’NEILL. Prentice-Hall, Inc., New York. 382 
pp. $5. 


A highly technical and somewhat difficult 
subject to understand has been simplified so 
that the employees benefiting from such plans 
as well as the employer sponsoring them can 
determine their merits. In determining who 
bears the cost of such plans, those supporting 
the equalization theory hold that the employer’s 
outlay will be offset by measurable gains as 
well as intangible benefits, as improved em- 
ployee morale and community goodwill. Con- 
tributory plans, it is stated, worked out to pre- 
serve equitable treatment of employees, fail to 
obtain complete equality. True costs of a pen- 
sion plan are represented by the difference be- 
tween outlays and the savings which result 
from reduced labor turnover, retirement of 
superannuated employees and the increased 
efficiency of personnel. To realize these bene- 
fits there must be the outlay first. 


The group and individuals annuity plan as 
well as the self-administered plan are dis- 
cussed. The various factors to be considered 
in choosing a plan are set forth. A survey of 
612 plans actually in operation reveals valuable 
data. 


The Successful Practice of Law 


JOHN E. TRACY, Prentice-Hall, Inc., New York. 470 
pp. $5.75. 


Devoid of most of the philosophies and 
theories that fill the minds of most young 
lawyers, this book contains plain practical 
hints on what works in the practice. Many of 


its illustrations serve to warn the practitioner, 
young and old, against discouraging mistakes. 
“Legal draftsmanship would be much im- 
proved if you and I would stop using forms 
as substitutes for clear thinking,” is the 
author’s advice against absolute adherence to 
printed forms. A greater part of the book is 
devoted to the preparation and trying of a 
case, including an actual transcript of testi- 
mony. It is highly recommended for the new 
lawyer or student. 


Community Property Problems in 
Nebraska 


FRANK D. WILLIAMS, ESQ. 


A seventy-nine page pamphlet, distributed 
by the First Trust Company of Lincoln, 
Nebraska, compiles the author’s opinion of 
the effects of each section of the new law, 
which, though not publicly admitted, was. 
passed for income tax savings only. From the 
standpoint of estate taxes, community property 
is at a disadvantage since the passage of the 
Revenue Act of 1942. Payment of life insur- 
ance premiums out of community property 
will subject the proceeds to estate taxes. Now 
it is essential that a wife make a will. These 
are but a few of the new problems facing 
persons whose state governments have passed 
identical acts, and which cannot be completely 
removed by immediate repeal, now that it is 
expected that the Federal government will 
amend the tax law so as to remove the in- 
equity. 


ARTICLES 
Practical Phases of Wills and Trusts 


MAURICE RUBIN. New York Law Journal, Aug. 
24 through Aug. 28, 1947. 


The client with the small estate should have 
a will in order to conserve his assets and 
rather than have them frittered away on in- 
testacy bonds, special guardians and court pro- 
ceedings. Three witnesses, strangers, and 
younger than the testator, should subscribe the 
will. The attestation clause, although not an 
essential part of the will, is important in the 
event of a contest and should be read to the 
witnesses. 


Certain values of household furniture and 
other personal assets, if there is a surviving 
spouse or child, cannot be disposed of by will. 
It is dangerous to leave only the residuary 
estate to the immediate family because of the 
shrinkage which often results from expenses 
and taxes. 


Some descriptive data identifying the leg- 
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atee, especially a member of the family, should 
be employed. An alternate beneficiary should 
be named to receive the legacy in the event 
of forfeiture when an in terrorem provision is 
included. Consultation with the charitable in- 
stitution as to the desirability of a bequest to 
it is advisable. 

Rather than “pay” the legacies or gifts to 
infants and incur the cost and expense of 
guardians and accountings, sufficient income 
should be “applied” for support, maintenance 
and education without requiring a bond. An 
alternative is to allow payment of the legacy 
to the parent for the minor’s benefit. 


The Shadow of “102” on Dividend 
Policies 


EDWIN B. GEORGE and ROBERT J. LANDRY. 
Supplement to Dun’s Review. 


Section 102 of the Internal Revenue Code 
provide for the imposition of a tax upon a cor- 
poration which, by the accumulation of in- 
come, earnings or profits, prevents the appli- 
cation of the surtax upon its stockholders. The 
so-called “close-corporation” is more vulner- 
able to the challenge of this section. The eco- 
nomic consequences of the law should be con- 
sidered rather than the prevention of tax 
avoidance, for the abuses sought to be correct- 
ed lie in the tax system and governmental dis- 
order, Corporate reserves are not high enough 
to meet the period of expansion which lies 
ahead. In applying the section the Bureau is 
interested in a definite business use for the 
surplus and it uses past records as evidence of 
reasonableness of purpose. Actual commit- 
ments for expansion or replacement or at least 
preliminary plans should be drawn. These indi- 
cations are often unwise due to costs and gen- 
eral business conditions, and to the executive 
postponement is often more advisable. The 
Bureau finds itself in the position of drawing 
a line between prudence and hoarding. Cor- 
porations which have built their reserves as 
insurance against high labor and material 
costs and a price balk will not be satisfied with 
the argument that the changes will be ab- 
sorbed by the next decade of buyers. 


Life Insurance and Small Business 


PAUL H. CONWAY, C.L.U. A paper prepared for 
presentation at the Syracuse University Extension 
School. 


Any business enterprise to which we devote 
our energies should be expected to produce 
enough income to underwrite the discharge 
of fundamental obligations for which we work. 
The so-called “capital value” of our life is 
being used up slowly and because of the un- 
certainty of the individual’s life span, men 
are sometimes estopped from borrowing funds, 
which in their hands might earn handsome 
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profits. Insurance for a premium is available 
to offset these. 

To avoid chaos through value shrinkage, 
after the death of the entrepreneur, some 
sort of successor management can be ar- 
ranged with the trust department of a bank 
until a purchaser can be found to pay a fair 
price for the enterprise. Life insurance, pay- 
able to the trustee, will put him in possession 
of necessary funds so that he may continue 
to operate the business. 

Under New York law the death of a part- 
ner automatically results in the dissolution of 
the partnership. The interests of the de- 
cedent’s estate require immediate liquidation 
at the highest price while the adverse interest 
of the survivor is that the business continue. 
The partners may agree during higher life- 
time upon a stipulated price as to the $ 
value of the interest and insure each other, 
thereby providing for the money with which 
to make the purchase. The same method can 
be used to purchase the stock of a close 
corporation at the death of a stockholder. 

Finding, training and seasoning a successor 
to a “key man” is often a most expensive pro- 
cess, the financial impact of which, due to 
his death, can be softened by insurance. Dis- 
cussion of these matters with the trust de- 
partment of a sound financial institution and 
a life underwriter is recommended. 


Estate Taxes and Merger of Small 
Firms 


EDMOUR A. R. GERMAIN, Commercial & Financial 
Chronicle, July 11. 


Inheritance and estate taxes probably act 
as the greatest single block to the continuity 
of a small business after the death of the 
owner. Payment of the tax often causes forced 
sales. Therefore life insurance, in order to 
have liquid assets to pay the tax, is purchased 
with money which could be made use of in 
the business. Governmental bodies should be 
more realistic in judging or evaluating the 
probable economic consequences of measures 
they have enacted or contemplate putting on 
the statute books. 


“Suggested Aids for Drawing Wills 
and Trusts” 


THE ARRANGEMENT AND TREATMENT of the var- 
ious items to be considered in the preparation 
of a will do more than “assist the busy prac- 
titioner” in this handbook prepared for and 
distributed by the Bankers Trust Company of 
Detroit. The manual is for Michigan lawyers 
only. On the page opposite each form are 
remarks to be considered in the use of that 
particular form. There are included, as well, 
complete inter-vivos and business trust forms 
and check lists for preparation and review 
of the will. A chart elearly depicts the descent 
and distribution of intestate property. 
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Among these digests of current decisions are included reports by the following 
attorneys, for their respective jurisdictions: 


CALIFORNIA: Walter L. Nossaman—Brady & Nossaman, Los Angeles 
COLORADO: Hubert D. Henry—Attorney & Counselor at Law, Denver 
DELAWARE: Robert C. Barab—Attorney-at-Law, Wilmington 

DISTRICT OF COLUMBIA: Harold A. Kertz—Roberts & McInnis, Washington 
IOWA: Paul F. Ahlers—Stipp, Perry, Bannister, Carpenter & Ahlers, Des Moines 
LOUISIANA: John M. Wisdom—Wisdom & Stone, New Orleans 
MASSACHUSETTS: Guy Newhall—Attorney-at-law, Lynn 

MINNESOTA: James E. Dorsey—Dorsey, Colman, Barker, Scott & Barber, Minneapolis 
NEW JERSEY: Samuel J. Foosaner—Counsellor-at-Law, Newark 

NEW YORK: Joseph Trachtman—Trachtman & Hughes, New York City 

PENN:: E. C. Shapley Highley—Shoyer, Rosenberger, Highley & Burns, Philadelphia 
WASHINGTON: Charles T. Donworth—Donworth, Donworth & Smith, Seattle 


The complete roster of contributing legal editors appears in January and July. 


CHARITIES — Trust for Additional Pur- 
poses — Requirement of Golfing Ability 


California—District Court of Appeals 
Estate of Fleming, 80 A.C.A. 985, July 18, 1947 


Fleming left the residue of his estate in 
trust, the income from the fund to be used in 
aiding the education of boys and girls of good 
character who are United States citizens. The 
awards were to be not in excess of $200 to any 
one person in any one year. For the purpose 
of selecting the young people to whom the 
awards should be made, the trustee is required 
to hold a golf tournament each year in San 
Diego County, the benefits under the trust to 
be awarded to those making the lowest scores, 
with the provision that any player making a 
score in excess of a certain maximum should 
be ineligible. No inheritance tax was payable. 


HELD: Affirmed. The charitable character 
of the trust was not affected by the fact that 
a certain skill in golf was required as a pre- 
requisite to receiving benefits under it. The 
requirement in Section 13,842 of the Revenue 
and Taxation Code that in order to obtain ex- 
emption from inheritance taxes the transfer 
must be made to a society, corporation, etc., 
organized solely for charitable, etc. work under 
the laws of this state or the United States, 
or that the property transferred is limited for 
use within this state, is satisfied if the trust 
is administered within this state, that being a 
“use” within the state within the contempla- 
tion of the statute. It was admitted that the 
beneficiaries of the trust were not required 
to be residents of California. 


Tax Assessment Decision Affirmed 


The decision in Mudd v. McColgan, abstract- 
in 84 Trusts and Estates 262 (Feb. 1947), has 
been affirmed by the California Supreme Court, 
30 A.C. 463, July 15, 1947. 


CLaims — Creditors Summons Served 
Upon Unqualified Executor Need Not 
be Answered “ 


Pennsylvania—Superior Court 
Cavanaugh v. Dore, July 17, 1947. 


Plaintiff, as a creditor, brought suit against 
both executors named by deceased, although 
they had not applied for letters testamentary, 
and had been served with the Writ of Sum- 
mons in order to preserve the lien of his 
claims beyond one year. The defendants en- 
tered an appearance de bene esse and raised 
preliminary objections to the suit. The lower 
Court dismissed the preliminary objections and 
ordered defendants to answer. Defendants ap- 
pealed. 

HELD: Order modified. The Court an- 
swered in the negative the question of whether 
the statute required letters testamentary to 
be granted before the person named in the 
will as executor can be named as defendant 
in a suit by a creditor of the decedent to pre- 
serve liens. In addition, the Court found that. 
it was well established by the decisions that. 
an executor named in a will was competent 
to act for the estate in a passive capacity prior 
to qualification, and being served with a sum- 
mons was a passive duty. It was also well 
established that active duties cannot be im- 
posed on such executor without his consent 
or until he has performed some act which the 
law regards as sufficient evidence of the ac- 
ceptance of the trust. The part of the order 
of the lower Court requiring the defendants 
to answer would impose on defendants the duty 
of retaining counsel for the preparation of 
an answer, and the high standard required 
of a fiduciary in protecting the assets of the 
estate. The inaction and delay of the defend- 
ants did not empower the court to charge 
defendants with any active duty without their 
consent. 
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(Note: The bringing of the suit preserved 
plaintiff’s lien under the statute, regardless 
of whether or not defendants filed an answer.) 


ConFLIcCT Laws — Wills — Rights of 
German Beneficiaries to Take Real and 
Personal Property 


United States—Supreme Court 


Tom C. Clark, Attorney General v. Alvina Allen, Law 
Ed. Advance Opinions Volume 91—No. 16, decided 
June 9, 1947 


Alvina Wagner, a resident of California, who 
died in 1942 bequeathed her entire estate to 
four relatives who are nationals and residents 
of Germany. Six heirs at law, residents of 
California, filed claims to the estate on the 
ground that the German Nationals were in- 
eligible as legatees under California law. In 
1943 the Alien Property Custodian, later suc- 
ceeded by the Attorney General, vested in him- 
self all right, title and interest of the German 
Nationals in the estate and instituted action in 
the District Court against the Executor and 
the California heirs at law for a determination 
that he was entitled to the entire net estate. 
The District Court granted judgment for the 
Custodian on the pleadings. 


HELD: Affirmed. The rights of the German 
beneficiaries, as against the resident heirs, 
were derived from the Treaty of Friendship 
with Germany, signed December 8, 1923, which 
Treaty specifically provided as to the rights 
of citizens of both countries to take by succes- 
sion or will, property in the territory of the 
other. Provisions of this Treaty prevail over 
any requirements of California law which con- 
flict with them. These Treaty provisions were 
not abrogated either by the outbreak of war 
between the two countries or by the provisions 
of the Trading with the Enemy Act of 1917, 
as amended. The question as to whether the 
Treaty of Friendship was abrogated by the 
cessation of the Government of Germany to 
exist is a political and not a judicial question. 
Accordingly, the German devisees, and conse- 
quently the Alien Property Custodian, are en- 
titled to the real property, as finding is not 
incompatible with national policy in time of 
war. 


With respect to its provisions relating to 
personalty, the Treaty did not cover the case 
of a citizen or subject of the respective coun- 
tries residing at home and disposing of proper- 
ty there in favor of a citizen or subject of the 
other country. Proceeding on the assumption 
that the Testatrix was an American citizen, the 
disposition of the personalty is not governed 
by the Treaty unless it is determined that the 
Testatrix was a German national. If she was 
an American citizen, disposition of the person- 
alty is governed by California law. 


Reported by Harold A. Kertz, Washington 
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DISTRIBUTION — Adopted Child Not Heir- 
At-Law Within Will of a Third Person 


Massachusetts—Supreme Judicial Court 


Old Colony Trust Co. v. Wood, 1947 A.S. 849, July 1, 
1947. 


X by his will created a trust to pay the 
income to his two nephews, A and B, “and 
upon the death of each to pay to the heirs at 
law of the one so dying” his share of the prin- 
cipal. At his death B left an adopted daughter, 
W, born many years after X’s death. Besides 
W his nearest heirs were eight first cousins. 
The trustee paid over the principal to W. 
Later, objection being made, the trustee filed 
a petition for instructions, together with a 
prayer that if W was not entitled, she be 
ordered to return what she had received, to- 
gether with the income accruing in her hands. 


HELD: First, W did not come in under the 
designation of “heirs at law,” there being noth- 
ing in the testator’s will to show an intention 
to include a subsequently adopted child. (See 
Newhall, §200, notes 8-15, for general dis- 
cussion of this point.) The trustee did have 
a standing to bring a petition to recover the 
property erroneously distributed to W. The 
rule that money voluntarily paid cannot be 
recovered back does not apply to trust proper- 
ty held for the benefit of others. The property 
in W’s hands remained subject to be followed 
and recovered. W was ordered to return secur- 
ities held by her, with cash representing in- 
come and principal received, and the value of 
certain securities sold by her before receiving 
notice that the distribution to her was im- 
proper, notwithstanding she had spent some 
of the proceeds of the sales. 


DISTRIBUTION — Application of Lapse 
Statute Not Intended 


Iowa—Supreme Court 
In re Everett’s Estate, 28 N.W. (2d) 21. 


Testatrix bequeathed $3,000.00 to her hus- 
band “said bequest to be in lieu of dower and 
all statutory rights he may have or claim 
in and to my estate.” The husband prede- 
ceased testatrix by fifteen days. Section 633.16, 
Code of Iowa, 1946, provides: “If a devisee 
die before the testator, his heirs shall inherit 
the property devised to him, unless from the 
terms of the will a contrary intent is man- 
ifest.” 

The question is whether the provision that 
the bequest in lieu of dower and all statutory 
rights of the spouse manifests an intention that 
the bequest should lapse under the statute. 


HELD: The heirs of the predeceased hus- 
band would take as the antilapse statute does 
not apply. Merely stating that a bequest is in 
lieu of dower or other statutory rights of the 
spouse does not manifest an intention that 
the antilapse statute should apply. If testatrix 
did not intend the antilapse statute to apply, 





she would have made the bequest to her hus- 
band conditional upon his survival of her, be- 
cause testatrix must be presumed to have 
known of the antilapse statute and its effects. 


INVESTMENTS — Fiduciary Surcharged for 
Loss Due to Deviation from Testamen- 
tary Direction 


New Jersey—Court of Chancery 


Dickerson v. Camden Trust Company, 53 A. 2d 
225. 


Testator directed that the residue of his 
estate devolve in trust “to invest said estate 
in legal securities,” etc. At the time of testa- 
tor’s death in 1930, his estate, appraised at 
approximately $525,000., consisted largely of 
non-legal securities. The executors and trust- 
ees retained certain and invested other assets 
of the estate in other non-legal securities and 
substantial losses occurred. They did this not- 
withstanding the fact that they could have 
obtained at or near inventory prices for the 
securities in their hands and that the market 
was declining at the time they assumed charge 
of the estate. Complainants sought construc- 
tion of the will and a decree surcharging the 
executors and trustees for the losses encoun- 
tered. 


HELD: The executors failed to exercise the 
duties required of them. Dawdling was sub- 
stituted for promptitude insofar as the dis- 
position of the non-legal investments was con- 
cerned. While it appears that the corporate 
executor was influenced by the individual exe- 
cutor to retain all securities until they could 
be converted at their inventory values, this 
did not justify their failure. “The estate would 
perhaps have been better administered by 
the corporate executor alone.” Where a will 
contains a mandatory direction it is not with- 
in the province of an executor or trustee to 
resort to his discretion. An executor has no 
right to retain non-legals where he is specifical- 
ly instructed to invest in legals only. Retention 
being tantamount to investment itself. Trustees 
are fiduciaries “with all that the word im- 
plies.” 


INVESTMENTS — Trustees’ Undivided Loy- 
alty Rule — Retention and Purchase of 
Corporate Trustee’s Stock 


New York—Court of Appeals 
Matter of Durston, 297 N.Y. 64. 


The testator bequeathed the residue of his 
estate in trust, appointing as trustees a trust 
company and two individuals — one of whom 
was the testator’s attorney and the other the 
president of the corporate trustee (the latter 
was also the testator’s brother-in-law). The 
testator and his father had been directors of 
the corporate trustee. The testator left shares 
of the stock of the corporate trustee, most of 
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which he had inherited from his father. On 
the advice of one of the individual trustees, in 
which the other concurred, the trustees exer- 
cised subscription rights and so acquired more 
shares of the stock of the corporate trustee. 
The will empowered the trustees “to hold... 
the same...” and, “without the authorization 
or approval of any court, to invest or rein- 
vest the same, or portions thereof, in such 
interest bearing or income producing secur- 
ities or property as to the said trustees in the 
exercise of their discretion, may seem best, 
with all the authority, and powers in connec- 
tion with the same, I would possess, if liv- 
ing...” No dividends were paid on the stock 
and its value declined to about $10,000 from a 
book value of a little less than $115,000. 


HELD: The trustees were forbidden by the 
rule of undivided loyalty from purchasing or 
retaining stock of the corporate trustee. (The 
transactions occured before the 1938 amend- 
ments of Decedent Estate Law, Sec. 111, Subd. 
6, and Personal Property Law, Sec. 21, Subd. 
6, which relieve a fiduciary from liability for 
loss in respect of ineligible investments re- 
ceived pursuant to the terms of a trust instru- 
ment provided the fiduciary prudently retains 
or disposes of the ineligible investments.) 
There was no specific retention clause in the 
will covering this stock. The broad. powers, 
and the background and relationship of the 
parties, might be strong factors on which to 
base a holding that the trustees were em- 
powered to deal with the stock as the testator 
himself might have done, and such arguments 
might prevail if a simple contract were in- 
volved. But the problem concerns the funda- 
mental relationship between trustee and bene- 
ficiary, and it may not be inferred that the 
language of the will relieves the trustees of 
the rule of undivided loyalty. Only an ex- 
plicity expressed grant of power to retain 
the particular stock and to purchase addi- 
tional shares would have sufficed. 

Estate of deceased trustee was not relieved 
of liability because he was uninfluenced by 
conflicting interests to which the other trustees 
were subject; the liability of such trustee 
is based on his approval and acquiescence in 
respect of illegal investments which resulted 
in loss. 


Joint TENANCY — Effect of One Joint 
Tenant Conveying to the Other a Life 
Estate in the Land 


California—Supreme Court 
Hammond v. McArthur, 30 A.C. 511, Aug. 5, 1947 


HELD: Where one joint tenant conveyed to 
the other a life estate in the jointly owned 
property, that on the death of the life tenant 
the property passed to the other joint tenant, 
the joint tenancy not being terminated by rea- 
son of the transfer of life estate. It is further 
stated that if one of three or more joint tenants 
conveys his interest to a third person, the latter 
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becomes a tenant in common with the others, 
although the others remain joint tenants as 
among themselves. 


LivING TRusts — Person Furnishing the 
Consideration of Trust is Settlor — 
Limitation to Nominal Settlor is Re- 
mainder and Not Reversion 


New York—Court of Appeals 


Guaranty Trust Company of New York, as Trustee v. 
New York Trust Company, as Executor and Trustee, 
N.Y.L.J., Aug. 6, 1947, Front Page. 


The settlor, an attorney, executed the trust 
agreement at the request of an undisclosed 
client who supplied the securities which formed 
the corpus of the trust. The trust agreement 
provided that upon the death of the life 
beneficiary the principal should be paid to the 
nominal settlor if he were then living, or if 
he were deceased, to his appointees as named 
by him in a specified manner, and in default 
of such appointment to the persons who might 
be entitled to receive the same as specific or 
residuary legatees under his will, and in de- 
fault of such will, to his next of kin as if 
he had owned the same at the time of his 
death intestate with respect thereto. 


HELD: The attorney’s undisclosed client, 
who furnished the property for the creation 
of the trust, is the real settlor. Therefore, the 
limitations to the nominal settlor may not be 
deemed a reversion, either at common law 
or under the New York statutory definitions, 
and he had a remainder. Therefore, the pro- 
visions of the nominal settlor’s will purporting 
to exercise his power of appointment (and 
which created trusts for two lives) must be 
read into the original instrument. (If he had 
a reversion, such “reading-back” would not 
be required and he could make a fresh start 
for the purpose of the rule against per- 
petuities.) Accordingly, the provisions of the 
will of the nominal settlor violated the New 
York Rule against Perpetuities in respect of 
this remainder. Since the trust agreement was 
executed before the 1930 amendment of the 
Decedent Estate Law, the phrase “next of 
kin” did not include the wife of the nominal 
settlor. 


PowErRs — Limitations — Deviation from 
Terms — Unforeseen Circumstances 


Washington—Supreme Court 


Donnelly v. National Bank of Washington, 127 Wash. 
Dec. 580. 


The testator provided that the trustee should 
pay to his grandson $750 per year from the 
net income of the trust estate, to enable him 
to complete his collegiate and professional 
education, so long as he was a student in good 
standing in a recognized university or post- 
graduate school, but in no event beyond 
December 31, 1945. This provision of the will 
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supplemented a like provision in a life insur- 
ance trust. In August, 1942, after having 
completed one year of law school, the grand- 
son was ordered to active duty in the armed 
forces. He was discharged from service in 
April, 1946, and requested the trustee to con- 
tinue the payments under the will for an 
additional period of three years so that he 
could continue his law course. The trustee 
refused to make further payments on the 
ground that the time limit had expired. 


HELD: Decree of the Trial Court, ordering 
the trustee to continue the payments for an 
additional period of three years, affirmed. A 
court of equity will direct or permit a trustee 
to deviate from a term of the trust if, owing 
to circumstances unknown and unanticipated 
by the trustor, compliance would defeat the 
accomplishment of the purposes of the trust. 
The court found that the war and military 
service of the grandson were not foreseen by 
the testator. 


SPOUSE’s RIGHTS — Joint Tenancy Prop- 
erty — Presumptions 


United States—Circuit Court of Appeals (8) 
Pauling v. Pauling, 159 Fed. (2d) 531. 


Divorced wife of decedent widow seeks to. 
subject proceeds of insurance payable to de- 
cedent’s second wife and personal property held 
by defendant and decedent as joint tenants to 
the payment of the plaintiff’s claim against the 
estate on the ground of fraudulent transfer. 
Claim was based on an Illinois divorce decree 
by which the decedent was required to make 
monthly payments to the plaintiff so long as 
she lived and did not remarry. Defendant had 
contributed nothing to the acquisition of the 
joint tenancy property, all of which was ac- 
quired after the divorce between plaintiff and 
the decedent. The decedent, during his life- 
time, was solvent and until his death appeared 
to be a man of sound health. Judgment for 
the defendant. 


HELD: Affirmed. It was held that Sec. 550.37 
of Minn. Statutes 1945, relating to the ex- 
emption of insurance, pertained only to sit- 
uations where the creditors of a beneficiary 
were involved and had no application here. A 
question of fraudulent intent is, in the absence 
of special statutory provision or controlling 
presumption of law, a question of fact and not 
of law. The presumption of honesty and legality 
prevails in favor of ordinary facts and the 
presumption against the validity of transfers 
between husband and wife disappears when 
overcome by all of the evidence. The finding 
against the plaintiff on the issue of fraudulent 
intent has ample support in the evidence. There 
is nothing in a joint bank account of husband 
and wife to arouse suspicion of dishonesty. 


—Reported by James E. Dorsey, Minneapolis 
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SPOUSE’s RIGHTS — Waiver of Widow’s 
Allowance Not Included in Property Set- 
tlement 


Colorado—Supreme Court 


In re Estate of Charles E. McLaughlin, #15906. De- 
cided July 28, 1947. 


On Oct. 4, 1946, an interlocutory decree of 
divorce was entered divorcing claimant from 
decedent. On Oct. 16, 1946 decedent died, and 
claimant subsequently entered her claim for 
widow’s allowance. Prior to the divorce decree 
claimant and decedent had entered into a stip- 
ulation settling property rights, claims for 
alimony and support money, and specific items 
of property, but not mentioning in so many 
words the claim for widow’s allowance in case 
of decedent’s death. 


HELD: The claim for widow’s allowance 
should be allowed. The waiver of widow’s al- 
lowance cannot arise by presumption, assump- 
tion, or construction. It must be in terms that 
do not admit of a doubt and clearly and def- 
initely indicate a purpose to waive this specific 
statutory right. The widow’s allowance is not 
an interest in an estate and does not pass 
by descent. It is a claim against the estate. 
(It is the well settled law in this state, and 
so not decided by this decision, that if a person 
dies within six months after the entry of the 
interlocutory decree of divorce, there is no 
divorce, and the spouse has all the rights of an 
undivorced spouse.) 


TAXATION — Federal Estate Tax Not De- 
ductible in Computing State Inheritance 
Tax of Residuary Legatee 


Louisiana—Supreme Court 
Succession of Henderson, 30 So. (2d) 809 (1947). 


The testator made bequests of several special 
legacies, and named a residuary legatee, but 
did not provide for apportionment of taxes. 
The residuary legatee contended that to levy 
the inheritance tax on the residuary legatee 
without deducting the federal estate tax would 
be to levy a tax on a tax; that the Louisiana 
inheritance tax is a tax on the receipt of 
property, and hence the federal estate tax 
should be deducted before the state inheritance 
tax is computed for the residuum; that the 
residuary legatee would otherwise suffer the 
hardship of bearing both the state and federal 
taxes. The State Inheritance Tax Collector con- 
tended that the Louisiana inheritance tax is a 
tax on the transfer of property by the de- 
cedent, and taxes the property which comprises 
the residuum, not the property — depleted 
by the federal estate tax — which the residu- 
ary legatee receives. The court held or the 
Collector. 


HELD: Affirmed. The Louisiana inheritance 
tax is a tax on the transfer of property by 
the decedent, and hence the residuary legatee 
riust pay inheritance taxes to the state without 
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deducting the federal estate tax which the 
residuum has borne by virtue of the testator’s 
failure to apportion the federal tax burden. 
The remedy for the harshness of this rule is 
for the testator to apportion the federal estate 
tax among the legatees by testamentary pro- 
vision. (Some state statutes do this, in the 
absence of conflicting testamentary provisions.) 


WILLs — Construction — Bequest of 
“Money” Includes Bank Deposits, Stocks, 
Bonds, and Building and Loan Shares 


Delaware—Court of Chancery 


Campbell v. St. Josephs Industrial School, 53 A 
(2d) 768. 


Testatrix owning one-thousand dollar bank 
account and twenty-thousand dollars in stocks, 
bonds and building and loan shares, provided 
in will she drew herself that her mother 
should receive “the income of all money left 
by me” for life, her brothers the income for 
their lives, and two charities the principal on 
the brothers’ death. Bill for construction to 
determine whether the word “money” was 
limited in application to the one-thousand dol- 
lar bank account or included all personal prop- 
erty. 

HELD: The word “money” has no uniform 
fixed meaning. The court must examine the 
other language of the will and surrounding 
facts which may fairly be said to have been 
within the testatrix’ knowledge. It will not 
be assumed that the elaborate provisions were 
intended to apply only to one-twentieth of the 
estate, the balance to go by intestacy. Apart 
from any presumption against intestacy, a 
reasonable construction of the word as used 
is that the testatrix intended to dispose of her 
entire personal estate. 


WILLs — Probate — No Action Lies for 
Breach of Contract to Make Will Until 
After Death of Promissor 


Massachusetts—Supreme Judicial Court 
Johnson v. Starr, 1947 A. S. 895—July 3, 1947. 


A performed services between 1936 and 1943 
for D, her mother-in-law, in reliance on D’s 
promise to make a will leaving her property 
to A and her husband. In 1943, however, D 
repudiated the contract and conveyed the prop- 
erty to a granddaughter. A immediately 
brought suit, one count of the declaration being 
for a breach of the contract to make a will 
(the statute of frauds was not pleaded), and 
the other a common count to recover compen- 
sation for services rendered. 

HELD: A could not recover for breach of 
the contract to make a will, since, D being still 
alive, the time for performance had not ar- 
rived. This part of the action was premature. 
The court did, however, allow her to recover 
on the common count for services, based on 
D’s repudiation. 
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